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In the Record 


Here’s the Risk But Where’s the Money? 


An axiom of classical economics is that risk and high rates 
of profit (or loss) run together. Common stocks are a form 
of investment that traditionally carry the prospect of big 
earnings (or big losses). In the years after World War I, 
almost everybody seemed to be buying them. Not so, after 
World War II. Various reasons are advanced. (The Federal 
Reserve Bulletin in July, 1948, indicated that common stocks 
were the least attractive of four types of investment.) What- 
ever the reason, it seems fairly well established that equity 
capital funds are not exactly plentiful these days. Yet in- 
dustry and business are operating in high gear and capital 
fund requirements are heavy. Where to find the money? 
It has been relatively simple up to now: take it from re- 
tained earnings or borrow it. But heavy fixed charges may 
result from debt financing and large retained earnings are 
not available in bad times nor for new enterprises at any 
time. Frank Gaston’s survey of a possibly neglected source 
of equity capital (see page 458ff) is timely and provocative. 


And Where Is Business Prospering? 


In the industrial world, it was in the nondurable goods 
factories back in September and October. Companies turn- 
ing out the hard ware fared less well in those months, what 
with strikes and shutdowns and rumors of the paralysis 
spreading. Stocks became depleted so that now the spurt 
is in durable goods. Christmas buying—whether heavy or 
light—will tell the story of whether nondurable goods fac- 
tories will be able to maintain the autumn pace. “Factors for 
an Upswing” are discussed by Sanford S. Parker, the Board’s 
Business Economist, starting on page 430. 


A Ride in the Forward Cars 


For a boy growing up in Smith Center, Kansas, thirty 
years ago, one of the exciting moments of the day was when 
the unromantic train called “the Jersey” pulled in at the 
Rock Island station. Unlike the Denver and Kansas City 
expresses which usually roared right through the town, the 
Jersey ambled along, stopping nearly everywhere—primarily, 
so its name implied, to pick up the milk cans hauled to the 
cross-roads platforms by the farmers. The Jersey also 
carried mail, baggage and passengers. Today’s counterpart 
daily pushes its way westward to Denver (from eight in 
the morning to six in the evening). Whether this modern 
Jersey pays its way or not, one of the problems of railroad- 
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ing today is to make the passenger coaches of “reserved” 
trains earn enough to make up the deficit of the “head-end” 
mail and commodity cars. This head-on deficit is one of 
the reasons for the fare increase recently granted the 
eastern roads. (Page 488.) 


Where the Milk Is Grown 


What prices will farmers receive for their milk, wheat, 
corn, cotton, hogs in 1950? A new farm support bill passed 
by the last Congress seems to assure high prices for most 
of the farmers’ commodities in the coming year. After 
1950, if the new law continues in force, supports can be 
lowered through powers granted to the Secretary of Agri- 
culture. (In 1950, these powers are only applicable to most 
meats and dairy products.) How the new law differs from 
the old one, what parts of the old one will remain in force, 
and what other controls (production, surplus, ete.) will 
affect the farmer in his planning and living (and city and 
town persons in the prices they will pay for farm products) 
are set forth in the article starting on page 450. 


Speaking of Strikes— 


Did you know that workers lost more than $400 million 
in direct wage losses from strikes last year? About half of 
it fell to workers in manufacturing industries. And most 
of it was probably not recouped through extra hours. In 
addition, a tremendous loss fell to other workers not on 
strike—since strikes, especially the big ones, tend to dis- 
rupt normal channels of trade and cause companies not on 
strike to curtail their operations. Thus the effect of a large 
industrial or mining strike spreads to other industries. (See 
“Wage Losses from Strikes,” page 442.) 


About the Date— 


You will notice that this issue of The Business Record 
bears the date November-December. This has been done 
to effect a change in the dating of the issues so that the 
Records will reach Associates and other readers in the first 
part of the month indicated on the cover. . . . The third in 
a series of summaries of how business is learning to econom- 
ize appears in this issue on page 436. A full Conference 
Board report on this phase (distribution) of the subject 
is now in preparation. . . . The Monthly Survey of Busi- 
ness Practices will return to the Record in January. 
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Business Highlights 


Factors for an Upswing 


NDUSTRIAL activity closed last month at its 

highest rate since late September, before the steel 
strike. It was heading still higher at the start of De- 
cember until labor troubles broke out again between 
John Lewis’s miners and the coal operators. 

Coal mining had been going at feverish pace. For 
coal users’ stocks of the fuel were down to nearly half 
of normal for the winter season of peak consumption. 

Steel mills, similarly, were accelerating output as 
rapidly as possible. Close-to-capacity operations are 
in sight for some time. For over nine million tons of 
ingots were lost in the strike. It will take until next 
midyear to make up all that tonnage, even at capacity 
operations, if demand holds up to prestrike levels. 

Metalworking industries, meanwhile, were resuming 
normal production as rapidly as possible. But the 
comeback is slowed because it must wait on the refill- 
ing of the pipe lines of steel flow. Makers of automo- 
biles, appliances, and other durable goods kept up 
their output during the early strike weeks, while they 
lived off their inventories of steel. But once steel 
stocks were gone, metalworking lines were forced to 
curtail, even as mills were starting to pour ingots 
again. Now the steel supply lines must be filled again. 

Automobile producers, for example, do not expect 
to attain September’s record pace again until some 
time in January. Even higher levels may be reached 
later in the spring during the normal seasonal rise in 
production. 


READY FOR BOOMLET 


In short, heavy industry is getting itself set for a 
poststrike boomlet, to catch up on production lost 
during the past two months. But more underlies busi- 
ness optimism today than this matter of strike- 
deferred demand. 

The latest of the monthly surveys of business ex- 
pectations now being conducted by Dun & Bradstreet 
makes plain the breadth of this optimism. Executives 
were interviewed during the last week of October, 
before the end of the strikes. They were asked 
whether they expected their sales in the first quarter 
of 1950 to be higher or lower than in the first quarter 
of 1949. The answer: 45% looked for an increase; only 
29% for a decrease; 267% expected no change. 


1Estimates obtained as follows: loss calculated by (a) assuming 
that operations would have continued at the prestrike rate of 85% 
of capacity, and (b) comparing actual tonnage with that level. 
Assuming normal operations for the future would have been at the 
prestrike 85% rate, and assuming that probable operations will be 
100% of capacity, it would take over seven months to make up the 
loss once peak output is attained. 


Among manufacturers, the showing was even 
brighter. Nearly half, or 48%, said they expected a 
sales gain early next year over early 1949 volume. 
Only 24% looked for a decline, while 28% anticipated 
no change. 

These returns indicate a growing optimism when 
viewed against the reports from preceding surveys. In 
May, June, and July, executives were asked about 
expected sales in the second half of 1949 compared 
with the second half of 1948; in August and Septem- 
ber, they were interviewed about their expectations 
for the last quarter of 1949 compared with the last 
quarter of 1948. Although the periods under compari- 
son have been changed somewhat, thereby possibly 
affecting the replies, the evident improvement in senti- 
ment far overshadows this factor. 


Percentage of All Concerns Percen of Manufacturers 


‘pecting xXpecting 
Survey Date No Nes: 
Increase Change Decrease Increase Change Decrease 
May; 1949.0 02.0: 5° 30 20 50 33 21 46 
June, 1949......... 28 20 52 32 20 48 
July, 1949......... 33 17 50 34 21 45 
August, 1949...... 36 18 46 40 17 43 
September, 1949... 38 20 42 43 20 37 
October, 1949...... 45 26 29 48 28 24 


Last June, a majority of executives in all fields were 
expecting second-half sales to be lower than a year 
ago. Since then, month by month, pessimism has 
steadily given way to optimism until today those who 
anticipate higher sales are nearly in the majority. 

The Dun & Bradstreet surveys, taken from a small 


Chart 1: Production: Nondurables Near Highs; 
Durables Start Up from Strike Lows 
Source: Federal Reserve 
Index Numbers: 1935-1939=100; Seasonally Adjusted 
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but selective random sample of executives, throw 
light on what business expects regarding a host of 
other significant matters. Thus, about half the execu- 
tives expect selling prices to be lower in the first quar- 
ter of 1950 than a year ago, and almost one half expect 
no change; just about 10% foresee higher sales prices. 
Similarly, nearly half expect their inventories to be 
lower than they were early this year. Nearly two 
thirds expect no change in their employment. And, 
perhaps most surprising, executives divide almost 
evenly into three groups in what they look for in their 
profits—over one third expecting a rise, a similar pro- 
portion a fall, and the remainder no change. 


DO THEY SURVEY CONDITIONS? 


It may well be assumed that these surveys do pro- 
vide an interesting indicator of the state of business 
sentiment. Yet experience with them so far has been 
too limited to demonstrate their accuracy as auguries 
of business conditions. It is possible, of course, that 
executives’ expectations for the future merely reflect 
current changes in business conditions. Nonetheless, 
the current sharp swing toward optimism is hopeful. 


Chart 2: Sales Hold Up Better Than Output 


Sources: Federal Reserve; Bureau of Labor Statistics; Department 
of Commerce; THE CONFERENCE BoarD 
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Consumers pretty much share this optimism. In 
fact, business sentiment no doubt has been buoyed in 
part by the strength in consumption. In mid-July the 
Federal Reserve. again surveyed consumer buying 
plans for durable goods, as it now does regularly each 
half year. Just as many consumers said they planned 
to buy cars and other durable goods in the next year 
as said so at the beginning of this year or a year ago. 
Well over half the intended car buyers plan to pur- 
chase in the first half of 1950, marking a further 
return to seasonal buying. 

Automakers consequently are planning a speedup 
to a new peak in assemblies some time after the New 


Year. Undoubtedly more of the consumers planning 
to buy cars will purchase used cars than in the past. 
Nonetheless, the survey indicates plainly that the 
new-car market will at least be strong in the spring- 
summer buying season. 

Automobile sales have been outstanding in the re- 
tail picture for the whole past year. Dollar volume 
has been running about a fourth above 1948. That 


Chart 3: Inventories: Nondurables Begin New 
Rise; Durables Continue Decline 
Source: Department of Commerce 
Book Value of Business Inventories (Seasonally Adjusted); 
Billions of Dollars 
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gain has kept total retail sales within 3% of the record 
totals of a year ago. 

Sales of all stores other than car dealers have been 
off 7% or 8% from last year, dollarwise. In large meas- 
ure this dollar dip reflects a decline in prices, whereas 
physical volume has held up very much better. (For 
more detailed analysis of the pattern of consumer de- 
mand, see page 454 of this Business Record.) 


INVENTORIES—IN BRIEF 


This strength in consumers’ demand for actual 
goods has had a lot to do with the business upturn 
that started last midsummer. Much if not most of the 
decline in industrial activity earlier this year was 
owing to a sharp shift in inventory policy. Instead 
of expanding inventories at the rapid rate of $6.5 
billion as it did during 1948, business began to reduce 
them, by as much as $2 billion a year during the sum- 
mer of 1949. But after production dipped well below 
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the current rate of consumption during midsummer 
it began to pick up again. 

Not only did production drop much more than re- 
tail sales because of this inventory factor, it also fell 
more than did manufacturers’ sales. This fact is made 
plain in Chart 2, thanks to a new statistical series 
published by the Department of Commerce. 

From 1946 through most of 1948, manufacturers’ 
sales increased hand in glove with the estimated value 
of industrial output. (This value index consists of 
the Federal Reserve’s industrial production index mul- 
tiplied by the Bureau of Labor Statistics index of 
industrial prices.) All during this period, inventories 
were growing, at pretty much the same high rate in 
all three years. 

Toward the end of 1948, manufacturers’ sales began 
to dip sooner than did the value of industrial output, 
reflecting an accelerating pile-up of finished goods in 
the hands of industry. But once output started to 
decline, it fell more swiftly than did sales. For manu- 
facturers were shipping orders in part from their 
stocks. Even after the midsummer pickup in business, 
sales have still been well ahead of the value of output. 
That suggests a fact confirmed by Commerce Depart- 
ment inventory statistics—that manufacturers were 
still paring inventories in August and September. 


A Different Story for Nondurables 


The trends in soft goods industries, however, are 
very different from those in heavy goods lines. (For 
this analysis, inventories of manufacturers, wholesal- 
ers, and retailers have been added together. But they 
have been divided between durable and nondurable 
goods totals.) 

Nondurable goods stocks have turned up before 
those of durables, just as they reached their peaks ear- 
lier and stabilized sooner. In September, inventories 
of nondurables rose while those of durable goods de- 
clined. This contrasting trend undoubtedly continued 
through October and well into November. For non- 
durable goods output has continued to advance while 
retail sales were hurt both by strikes and by warm 
early autumn weather. It would appear that inven- 
tories must therefore have continued their September 
upturn. Durable goods production, meanwhile, was 
set back sharply by recent strikes, and this undoubt- 
edly diminished stocks. 


A BASIS FOR OPTIMISM 


Thus it is plain both from the statistics and from 
what happened in the strikes that durable goods in- 
ventories are currently depleted. This fact provides at 
least one firm basis for the expectations of high levels 
of activity in durable goods lines. 

Expectations for nondurable goods lines rest on no 
such firm basis. Activity has recovered most of the 
ground lost in the decline earlier this year. Meanwhile, 
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inventories have again begun to advance, just as they 
did at similar production levels during 1948. It is worth 
noting that the upturn takes into account normal sea- 
sonal trends for the autumn; the inventory totals 
without adjustment for seasonal variations have been 
rising considerably more rapidly. Thus far, most of 
the accumulation has taken place among retailers and 
wholesalers. 

For this reason the outlook for many soft goods lines 
during 1950 is highly dependent on the level of retail 
sales through the remainder of the Christmas season 
and during the store clearances after New Year’s. The 
return of workers to jobs in heavy goods industries, 
idled by the strikes, should provide some stimulus to 
winter trade. 


NEW EXPORT TREND 


Recent strikes also served to shift attention sharply 
away from the foreign trade problem, on which de- 
valuation focused it so closely only several weeks ago. 
Meanwhile, a significant new trend in exports has 
appeared quite plainly. 

During the third quarter our exports dropped from 
a level of $1.1 billion monthly to less than $900 mil- 
lion. Imports dipped only slightly. The result was 
to narrow sharply the surplus of exports over imports. 
It dropped from a rate of $6.5 billion a year to less 
than $5 billion? 

These data, the latest available, do not as yet trace 
the effects, if any, of the sharp devaluation of foreign 
currencies in September. However, the major long- 
range effect of devaluation would be to further narrow 
the surplus of exports. For United States goods be- 
came more expensive in countries which have deval- 
ued, whereas their products were cheapened in United 
States markets. Indeed, the prime intent of devalua- 
tion was to help close the “dollar gap” in Britain’s 
and other nations’ trade with us. 

1This refers to merchandise account alone. For a Jonger-range treat- 


ment of both the merchandise account and the total current account, 
see “The Export Surplus in Perspective,” p. 434. 


Table 1: United States Exports and Imports 


Sources: Department of Commerce; Department of the Army; 
Department of the Navy 


Billions of Dollars 
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1Merchandise exports, including reexports, and civilian supplies for occupied areas. 
*General merchandise imports. 
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Tied in with devaluation is the planned reduction 
of one fourth in purchases, by sterling area nations, 
of products from this and other dollar areas. This slash 
likewise had not yet taken effect during the third 
quarter of this year. This goal envisages a reduction 
of perhaps $1 billion annually in imports from the 
United States. 

Hence it would seem that the recent export drop 
was caused by forces that antedated devaluation. For 
one thing, Congress voted $1 billion less for Marshall 
plan funds for the 1949-50 fiscal year than for the 
year before. Last year, the delay in getting Economic 
Cooperation Administration shipments under way 
caused a bulge in exports late in 1948 and early in 
1949. The new and lower export level is more closely 
in line with current-year funds. 

The recent strikes have obscured the effects on our 
economy of this readjustment in export levels, as well 
as the effects of devaluation. Taken together, the two 
suggest substantially lower export levels in coming 
months than those which helped sustain over-all 
demand early this year. 


SQUEEZE IS ON PROFITS 


New figures on national income in the third quarter 
reveal a sharp contrast between what has happened 
to profits and wages so far this year. And this con- 
trast is very suggestive of some reasons why consump- 
tion and retail sales have held so high during the 
industrial downswing. Income declined for the third 
successive quarter since the high at the end of 1948, 
and, with business now on an upswing, that may well 
mark the low for 1949. 


Table 2: National Income 


Sources: Department of Commerce; Council of Economic Advisers 
Seasonally Adjusted at Annual Rates; Billions of Dollars 


Total Co . | Proprietors 
Riesceal jersey he ete a 
Income | Employees Netitaterest Profits 
1948: 
First quarter......... 215.1 135.1 51.6 28.5 
Second quarter....... 224.9 187.7 54.1 33.0 
Third quarter........ 230.4 143.3 53.8 $3.3 
Fourth quarter....... 234.3 144.9 53.8 35.7 
1949: 
First quarter......... 226.3 142.5 52.0 31.8 
Second quarterp...... 223 7 141.7 51.0 81.1 
Third quartere........ 218.7 141.2 47.9 29.6 
1Before taxes and after inventory valuation adjustment. 
pPreliminary. 
¢eEstimated. 


The annual rate of national income has dropped 
about $15 billion since its high. But total compensa- 
tion of employees has eased by only $4 billion, or less 
than 3%, whereas income from property, including 
profits, has dropped $12 billion, or 18%. About half 
this fall took place in corporate profits (adjusted for 


inventory book losses), a decline of one sixth. The 
rest came in profits of unincorporated proprietors, 
both farm and nonfarm. Rents and net interest held 
steady or rose. 

It is clear that most of the decrease in prices in 
the past year has come at the expense of profits. 
Meanwhile, hourly wages have risen slightly, offset- 
ting much of the small decline in employment. The 
result is that per capita buying power has pretty well 
held its own in “real” terms (adjusted for lower 
prices) . 

Corporate profits, taking account of the adjustment 
for book losses on inventory due to price changes, 
eased off by another 5% during the third quarter, to 
a level 11% below a year ago. This is an over-all 
government estimate. Tabulations by the National 
City Bank for 460 leading corporations indicate a 
10% rise from the second quarter and an 8% decline 
from last year’s third quarter. In short, both sets of 
figures suggest that profits are beginning to stabilize. 


Table 3: Corporate Profits 


Department of Commerce; Council of Economic 
Advisers 


Seasonally Adjusted at Annual Rates; Billions of Dollars 


Sources: 


Inventory! Profits 


Corporate| ,.. . Undis- 
Total! a Before Tex Dividend) tributed 


Liability |Payments| Profits 
ment 


1948: 


First quarter...} 28.5 | -4.5 12.6 
Second quarter.}| 33.0} -2.0 13.6 
Third quarter..| 33.3 | -3.3 14.3 
Fourth quarter.| 35.7 | +1.2 12.6 
1949; 
First quarter...| 31.8 | +2.3 9.5 
Second quarterp| 31.1 | +4.7 7.4 
Third quartere.| 29.6 | +3.6 fe 


{Before taxes and after inventory valuation adjustment. 
pPreliminary. 
eEstimated. 


Corporate profits taken without inventory value read- 
justments also are stabilizing. They dipped by less 
than 2% in the third quarter. But compared with 
last year, there has been a 30% drop in actual profits 
before inventory adjustments. 


WHERE CAPITAL FUNDS? 


This drop has just about halved the volume of un- 
distributed profits. While dividend payments have, 
as usual, been fairly stable, retained earnings dropped 
from a rate of $14 billion to one of $7 billion a year. 
These retained profits have been one of industry’s 
chief sources for financing its postwar capital expendi- 
tures. 

This squeeze on retained earnings, together with 
the return of many seasonal needs for funds, has 
helped to reverse the course of business borrowings 
from commercial banks. Outstanding commercial, 
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industrial, and agricultural loans fell substantially 
during the first seven months of the year. But in the 
past four months such credit to business has again 
inereased, by $1 billion. That was just about the same 


increase in outstanding loans to business as took 
place in the same period last year. 
Sanrorp §. ParKER 
Division of Business Economics 


The Export Surplus in Perspective 


UR POSTWAR foreign trade has been charac- 
terized by the persistence of a large export sur- 
plus. This surplus has been financed principally by 
loans and grants of the Federal Government. In 1947, 
this surplus reached the unprecedented level of $11 
billion on all current transactions (merchandise, serv- 
ices and income on investments). Merchandise trans- 
actions alone accounted for $9.6 billion of this total. 
The surpluses in 1948 were $6.3 billion on all current 
transactions, and $5.5 billion on merchandise alone. 
It appears that the figures in 1949 will at least equal, 
if not surpass, these totals. 

How important have these large export surpluses 
been to our economy? And what has caused them? 
The accompanying table and chart relate American 
exports and imports to our gross national product for 
the period since 1919. From what they show, the fol- 
lowing conclusions may be drawn. 


1. Exports were a higher proportion of gross 
national product in 1919 and 1920 than in any re- 
cent postwar year.? 

2. After 1920, exports averaged 6.6% of gross 
national product through 1930. From the latter 
year through 1939, exports equaled 4.6% of gross 
national product. In the second postwar period, 
beginning in 1946, exports have averaged 7.2%. (If 
the big export year of 1947 is excluded, they have 
averaged 6.7%.) Exports are not then at an extra- 
ordinary level compared with the postwar Twenties, 
but they are well above the Thirties. 

3. Imports were a higher proportion of gross na- 
tional product in 1919 and 1920 than in any year 
since. 

4. From 1921 through 1930, imports averaged 
5.3% of gross national product. From 1931 through 
1939, they averaged 4.0%. In the present postwar 
period, they have averaged 3.7% of gross national] 
product, although they reached 4.0% in 1948 and 
in early 1949. Thus imports are at a relatively low 
point at the present time. 

5. The export surplus was relatively higher in 
1Exports and imports, in the remainder of this discussion, refer to 

all receipts on current account; that is, visibles plus invisibles. 


The same trends are apparent in the “merchandise only” account 
(see table). 


1919 than even in 1947, despite the fact that dollar 
amounts of exports about doubled between the two 
periods, while imports rose only 43%—because gross 
national product almost tripled. 


6. In the years 1919, 1920 and 1921, the export 
surplus averaged, respectively, 6.0%, 3.9% and 
2.9% of gross national product. From 1922-1930, 
it averaged 1.1%. From 1931 through 1939, the 
average export surplus was 0.7% (the figure was as 
low as 0.1% in 1935 and 1936). In the 1946-1949 
period, the percentage rose to 3.5 (2.97%, eliminating 
1947). Thus the current export surplus is about as 
high as the 1920-1921 average, but about three 
times the level of the Twenties. 


In the light of these data,’ what can, in general, be 
said about our total imports and exports? In the first 


1Similar results may be obtained by reference to the compilation 
by the Department of Commerce, “United States Production of 
Movable Goods, and the Proportion Exported: 1909-1948” (see 
“Statistical Abstract of the United States” or ““The Conference Board 
Economic Almanac”—latest issues). These data represent that pro- 
portion of physical production exportable in agriculture, manufac- 
turing and mining, and the relative amounts actually exported. Data 
for the interwar period are available for census years only, but data 
are obtainable for the postwar years 1946, 1947 and 1948. The per- 
centages of exportable goods actually shipped abroad, as derived 
from this table, are as follows: 1919 and 1921, 14.6%; 1923-1929, 
9.8%; 1931-1939, 7.2%; 1946-1948, 9.9%; 1946-1948 (excluding 
1947), 9.1%. These results coincide in trend with the compilations 
given here. 


International Transactions of the United States 
as a Percentage of Gross National 
Product 


Sources: Department of Commerce; Federal Reserve; 
Tue Conrerence Boarp 


All Current Transactions! |Merchandise Transactions* 


Total | Total | Excess 
Export | Import jof Total] Ex- Im- |Export 
Re- Pay- Re- ports | ports {Surplus 


ISTOSLOZ0 Secrest 12.3 | 7.4] 4.84) 9.4] 5.4] 8.64 
N921=1080 5 ice cane wes 6.6 | °S.8"} 1.15) 75.0 |) 4. Pate 
1OST—1089 Fah ecu 4.6) 4.016 0.70, 3.8] 24S 
1946-1949 (6 mos.)....} 7.2] 8.7] $8.5] 5.3] 2.5] 2.8 

Excluding 1947...... 6.7] 3.8] 2.9] 48] 26] 2.3 


Includes merchandise, services and income on investments. The merchandise 
component does not coincide with Bureau of the Census merchandise trade data 
iven in the right side of the table (sce footnote 2), since it is adjusted for use in 
Falxnce of payments computations. E 
*Merchandise exports plus reexports and general imports, as recorded by the 


Bureau of the Census. 
1919-1921 average. 61922-1930 average. 
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place, our exports in relation to gross national product 
are, today, despite all governmental priming, just 
about at the level of the prosperous Twenties. This 
may mean that the home market has expanded more 
rapidly than the export market. It may also mean 
that Americans have not exploited their export poten- 
tials to the full—which may, in turn, be partially 
related to the effort to fill shortages at home. 

It is hardly possible to conclude that the world has 
not wanted American goods. But relatively low im- 
ports limit the supply of dollars available to foreign- 
ers for purchases in the United States. In addition, 
our private investments in new foreign securities are 
far below the levels of the Twenties. In 1948, practi- 
cally none was purchased. In contrast, about $1 
billion a year was invested from 1926 to 1928. From 
1920 to 1925, these investments ranged, with only one 
exception, between $500 
million and $825 million. 
And this was in a time of 
far lower price levels. 

At present, our imports 
are low in relation to gross 
national product. This 
might argue that they are 
declining in relative impor- 
tance for the American 
economy, since the pro- 
gression has been broadly 
downward for thirty years. 
Another plausible explana- 
tion is that world output 
has expanded less than 
American output in the 
past decade or so, which 
would tend to decrease the 
ratio of available imports 
to gross national product. 
The United Nations index 
of manufacturing and min- 
ing production (1937= 
100) shows that the world 
total, excluding the United 
States, was 127 in the first 
six months of 1949, while 
the United States index 
reached 159. This dispar- 
ity would have been even 
greater were it not for the 
decline in the United 
States index in this period. 
(The United States aver- 
age for 1948 was 170.) 

Furthermore, the seller 
has no special incentive to 
export to this country be- 


"2 "23 
cause dollar proceeds of 
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sales to the United States generally revert to his coun- 
try’s central bank and the dollars are not available for 
his direct use. In addition, wherever prices obtainable 
from other countries than the United States are 
higher, the export incentive is in that direction. This 
is said to be the case in the United Kingdom, where 
exporters can obtain better prices from holders of 
blocked sterling balances. 

The net effect of these import and export trends has 
been to raise the ratio of our export surplus to gross 
national product (excepting the years 1919 and 1920), 
since our exports are at the level of the Twenties while 
our imports are about at an all-time low. 

These facts throw the impact of our governmental 
financing of exports into bold relief. In 1919 and 
1920, net government aid was about $2.6 billion. This 
financed about 30% of our export surplus at a time 


International Transactions of the United States as a Percentage of 


Gross National Product 


Sources: Department of Commerce; Federal Reserve; Toe Conrerence Boarp 


MERCHANDISE 
!MPORTS 


Note: See footnotes to the table on the preceding page for definitions. 
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when our exports were at their highest ratios to gross 
national product. From 1922 to 1930, repayments of 
previous debt made government financing negative, 
while exports were about 6.6% of gross national prod- 
uct and the surplus amounted to 1.1%. From 1931 
through 1939, government financing was negligible, 
while both exports and the export surplus (as well 
as imports) declined in ratio to gross national product. 


In the postwar period (1946 through six months of 
1949), net government aid of $18.5 billion financed 
about 64% of our export surplus. But exports were 
no higher in relation to gross national product than 
during the Twenties, while the export surplus was 
triple the average of the Twenties. 

Lawrence A. MAYER 
Division of Business Economics 


Reducing Distribution Costs 


LL during the war we were more concerned with 
an adequate labor force, availability of raw 
material, and transportation than with the things 
which are currently absorbing our attention—sales 
volume and sales costs.” This statement by a manu- 
facturer of food products summarizes the attitude of 
executives cooperating in this month’s survey of busi- 
ness practices. Distribution and distributive costs are 
now receiving more attention than at any time in the 
past decade. 

Steadily increasing costs of services, such as freight 
charges, advertising space costs, and traveling ex- 
penses, require that closer attention be paid to the 
elements of distribution cost which are under the 
manufacturer’s control. In general, companies are 
using two approaches in reducing their distribution 
costs. First, they are trying to increase the efficiency 
of their marketing operations; secondly, they are em- 
ploying simple cost-cutting devices. 

In the majority of companies cooperating in this 
study, distribution cost reduction is a function of the 
sales managers. Some companies report, however, that 
they have established either committees or small de- 
partments to undertake this activity. An office equip- 
ment manufacturer states that in order to improve 
the efficiency of branch office operation, representa- 
tives of the sales department are sent to branch offices 
to observe day-to-day operations. After these visits, 
complete written reports and recommendations are 
made. 

Emphasis is being placed on the following programs, 


BETTER SALES MANAGEMENT 


To increase the efficiency of their sales organization, 
sales managers are relying on more careful selection 


This analysis is only a general summary of what companies are 
now doing to reduce their distribution costs. A full report will be 
published later as the third study in the Board’s series on cost re- 
duction. The first study, entitled “Cutting Costs in Industry— 
I. Factory Costs,” has been distributed to Associates. “Cutting 
Costs in Industry—II. Administrative and Home Office Costs,” 
will be made available shortly. 


and training of salesmen, changing compensation 
methods, realigning sales territories, and, in some 
cases, modifying the organization of the sales depart- 
ment itself. One company points out that the sales 
divisions are constantly setting up objectives, using 
such measurements as unit sales costs, and total sell- 
ing expenditures, as well as sales volume. These goals 
provide the salesmen with targets at which they 
should aim. 

Thorough training of salesmen in both sales tech- 
niques and product qualities is receiving increasing 
attention in virtually all firms cooperating in this 
study. 

The results of these training programs are sum- 
marized in the comment of one executive: 


“We feel that we have definitely increased the efficiency 
of our sales organization through more intensive train- 
ing in fundamental selling techniques and a more thor- 
ough knowledge of product. Particular attention is given 
to compiling and distributing to the sales force all possible 
useful information relating to products and uses.” 


Salesmen’s compensation plans are also receiving 
their share of attention in cost-reduction programs. 
One company reports, for example, that they have re- 
modeled their entire compensation system in such a 
way that salesmen can earn more in good times than 
under the old system. By the same token, however, 
when sales slacken, the salesman makes less than 
he would have under the old plan. The company 
achieves immediate saving when business starts to 
decline. 

A number of companies cooperating in this survey 
report the use of psychological testing in the initial 
selection of salesmen. A typical comment is the fol- 
lowing from a food concern: “We have made a very 
detailed, painstaking study of predictive factors which 
permit screening out a percentage of those least likely 
to succeed as salesmen. This was used in connection 
with a recruitment program and in a greatly expanded 
and formalized sales-training procedure.” 
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Realignment of sales territories and the use of resi- 
dent salesmen (rather than men traveling out of dis- 
trict sales offices) are also resulting in cost savings for 
many firms. In addition to these steps, many com- 
panies report that they are keeping a close watch over 
salesmen’s traveling expenses. Efforts in this direc- 
tion, however, are mainly designed to keep costs 
within reasonable limits—not to promote an attitude 
of penuriousness on the part of the sales force. In this 
regard, a manufacturer of instruments and controls 
states: “By indoctrinating sales managers in the field 
with management-type thinking about selling ex- 
penses and their effect on profits, these men have been 
encouraged to watch traveling expenses within their 
respective territories, and to keep them to the mini- 
mum consistent with effective sales and _ service 
work.” 

Several companies have pointed to the great sav- 
ings opportunities that exist in order handling and 
processing activities. One manufacturer reports that 
his company has reduced the cost of order processing 
from $1.55 to about 43 cents. A chemical company 
reports changing the posting of accounts receivable 
and project costs from hand posting to machine tabu- 
lation methods. The problem of the small order is 
also being studied by several of the companies. 


TRANSPORTATION AND WAREHOUSING 


A great deal of interest is being displayed in reduc: 
ing transportation and warehousing costs. A leading 
oil company, for example, is constantly studying 
transportation methods and costs in order to develop 
the cheapest and most satisfactory way of getting 
products from the manufacturer to the wholesale 
depots. In addition, it is constantly studying terminal 
and bulk plant operations. It is also making specific 
“studies with respect to the cheapest way of getting 
products from the wholesale depot to the customer. 
Here, to a very considerable extent, the saving de- 
pends upon being able to increase the size of delivery. 
We are constantly making time studies and doing 
research with respect to truck operation. An increase 
in the average size of delivery means a saving in 
equipment, in man power, and a reduction in the nec- 
essary paper work, such as the number of invoices, 
book entries, etc. In order to increase the size of 
delivery of bulk products, it would be necessary for 
the customers to increase their storage space, and to 
use larger equipment. All this calls for much study 
to adapt facilities to local individual situations.” 


ADVERTISING AND SALES PROMOTION 


More careful selection of media and repeating the 
same advertisement represent the principal cost-sav- 
ing devices used in advertising departments. A large 


rubber company reports that space reductions were 
made as a result of a careful survey of different media. 
This brought about a saving of 50% in over-all adver- 
tising costs for the current year. However, while many 
companies are reducing costs by such means, there 
is little evidence of a desire to reduce advertising 
budgets as such in an over-all reduction program. As 
one executive says: “No material change has taken 
place in advertising and sales-promotion departments 
other than what comes about from constant study to 
determine the effectiveness of promotion-advertising 
media, etc.” 


PUBLIC RELATIONS 


A manufacturer of food products says that “public 
relations facilitate the handling of local problems inci- 
dental to distribution” and also “ease the way of entry 
of goods to new territories. This, in a sense, would 
effect a saving in getting new business.” Use of public 
relations techniques in such applications has proved 
an extremely effective method of reducing distribution 
costs under certain conditions. Another company 
writes that it has been able to increase the public 
relations activities of existing personnel at practically 
no increase in cost. 


MARKETING RESEARCH 


Increased use of marketing research as an aid in 
solving marketing problems is reported. Most com- 
panies state that they employ their own marketing 
research department in preference to outside con- 
sultants. The opposite view, however, was expressed 
by one company which feels it is less costly to have 
the work performed by an outside firm. Few com- 
panies limit the activities of their marketing research 
department to any one set of problems. The general 
practice seems to be to turn the department’s atten- 
tion to whichever problem is the most pressing at the 
moment. 


PRODUCT AND PACKAGE 


Many companies have achieved savings in dis- 
tribution costs by a modification of their products and 
packages. A manufacturer of metal specialties, for 
example, has a program of product-line simplification 
which represents an annual saving “on the order of $1 
million plus.” A manufacturer of chemical products 
finds that substantial savings can result from switch- 
ing from galvanized to black one-time shippers’ drums 
and from shifting from wooden boxes to fiber con- 
tainers. This company has also developed a cover for 
one product that allows shipment without packaging. 


Exxiorr F. Hieerns 
G. CLarK THomMPsON 
Division of Business Practices 
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Milk and Mail—and Passengers 


N INCREASE of 12.5% in passenger fares to 

eastern district roads was granted last month by 

the Interstate Commerce Commission. The commis- 

sion’s vote on the issue was split six to four. This is 

the third general increase in passenger rates since mid- 
1947. 

There was general recognition among the commis- 
sioners that the roads were in dire need of increased 
passenger revenues. The split came on the best 
method to obtain them. 

For the majority, Commissioner Rogers concluded: 


“The proposed standard and multiple fares’ will re- 
sult in substantially more revenue from the service there- 
under than would otherwise be obtained, and that the 
petitioners are entitled to an opportunity to obtain such 
increase in order to aid them in meeting their increased 
pay rolls and other expenses and if possible to reduce 
their deficits from this service.” 


For the minority, Chairman Mahaffie argued: 


“Tf the railroads still had substantially a monopoly of 
passenger transportation, increase in fares, as costs in- 
crease, might well be the proper procedure.” 


After warning that other forms of transport, with 
lower rate structures, will gain at the further expense 
of railroads, he concludes that “vacant seats rather 
than inadequate fares are the prime cause of passenger 
deficits.” 

These conflicting viewpoints focused public atten- 
tion on the sharp differences of opinion that exist 
among railway experts as how best to solve the 
chronic financial difficulties that face railroad passen- 
ger service generally. For it is not only the eastern 
roads that are accumulating passenger traffic deficits; 
losses are everywhere among the roads. Moreover, the 
problem is not a new one: in every year since 1930, 
excluding the war years from 1941 to 1945, the oper- 
ating income from passenger service has been inked in 
red. (See Table 1.) 


ON THE MOVE IN WARTIME 


The present problems stem largely from the sharp 
drop in railroad passenger travel since the war’s end. 
In 1948, the railroads operated some 10% fewer pas- 
senger-miles than in 1947. This cut railroading back 
almost to its prewar share of about 10% of the inter- 
city travel market. This happened despite an almost 
3% increase in the total volume of passenger travel by 
all means of transportation. 


1The increased fares brought coach fares to about 3.375 cents a 
mile and parlor and sleeping-car fares to 4.5 cents a mile. 


The family car has been rapidly regaining the 
ground it lost during the war. (See Chart 1.) Bus 
travel and air lines gained little in the year, but in the 
longer run they have made significant advances in the 
battle for the consumer’s travel dollar. In the light of 
these continued losses to competitive passenger serv- 
ices since the end of the war, it can be seen how a good 
portion of the roads’ financial difficulties arose. Rev- 
enues from passenger services have dropped 29.5% 
since 1945, despite rate increases. 


HEAD-END IS THE DEAD END 


It is not only the carrying of passengers that costs 
so much and adds to the deficit. Passenger service 
also includes the hauling of commodities in passenger 
trains, the so-called head-end. Mail and milk, express 
and baggage supply a significant portion of total 
revenues and add more than their proportionate share 
to the total deficit of the passenger service. 

Because data are not available, it is not possible to 
allocate the precise amount of deficit attributable 
separately to the carrying of passengers as against the 
head-end. A report of the Interstate Commerce Com- 
mission roughly allocated the total passenger deficit, 
using car-mile figures as the basis for apportionment 
of operating expense. A comparison of these two sets 


1Total operating expenses, taxes, and rents were divided on the 
basis of car-miles produced by baggage, mail and express cars (in- 
cluding one half of the car-miles of cars combining head-end with 
passenger space) and all other car-miles. The resulting figure indi- 
cates roughly the total of these expenses, which are attributable, 
respectively, to the transport of commodities or to the transport 
of persons. 


Rails Lose Traffic 


Sources: Interstate Commerce Commission; Intercity Passenger 
Traffic by Carrier 
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of operating expenses with corresponding revenue fig- 
ures indicates: 


“Much of the burden of the passenger service deficit 
is apparently quite unrelated to the carriage of passengers, 
with perhaps some qualifications for baggage. Instead, it 
is attributable to the transportation of commodities which 
move in passenger trains instead of freight trains, not be- 
cause of any essential difference in the character of the 
commodities or things carried in the freight and passenger 
services but primarily for reasons of expedition of service.” 


In 1948, head-end service accounted for about 67% 
of the total deficit from passenger service. There 
seems to be a steady, if somewhat irregular trend 
toward the growth of head-end deficit relative to the 
total. (See Table 2.) It is of interest to note that in 
the period from 1942 to 1946 when passenger carriage 
had a surplus, the head-end ran at a deficit. This lat- 
ter traffic is not paying its way and to that extent pas- 
senger service is, of course, carrying an additional 
burden. 

At present, the ICC has an application pending 
from the railroads for an increase of 55% in com- 
pensation for mail carriage. These proceedings are 


Table 1: Passenger Service Revenues, Expenses 
and Operating Incomes 
Sources: American Association of Railroads; 
Interstate Commerce Commission 
Millions of Dollars 
o . . sabe Eye 
t t ilwa; 
eat Bevenucs | Expenses | Gevenme-| Operating 

Expenses) ncome 

ERIM PE « Sis, ws Since ekele: <6 1,063 1,079 -16 n.a 
MOREMY gS aco ssa.s, © , s\s,e,0.8 825 917 —92 n.a 
Le, dl a Ree Sama 592 107 -115 n.a 
DDO = eee een 617 630 -113 n.d. 
eee MSs is + cucbaaaiieteser 544 672 -128 na. 
ONL GS ore oo. 0s Shae ad cee 8 554 N17 -163 n.a. 
BN 25 seis ose a alate 628 749 —122 —233 
CMRI E RNs foi 2 6S iaile fo, «aU sate 665 797 —132 —242 
“inch WO SS aortas 611 T44 -133 —255 
LLL a AR ee ie gaan 632 765 -133 —251 
Rea Wee SMe. hes oie 635 780 -145 —262 
DR is Sg suicks, Sisal oh saps W651 857 -105 —226 
RS Tey yea sw oh slere ae 1,348 1,047 301 89 
MURR Et. ainiokls « Sr aca. 2,080 1,347 733 280 
Baten oes pith) solace 2,248 1,627 721 234 
SS PS eer raeiee 2,173 1,670 503 230 
MRE Ms 2. y.n0 5 v9.5, ¢ 1,644 1,649 -6 -140 
See P ROT e OLR ie. 2c 1,400 1,645 —245 427 
PR Rests ss esas us cubed 1,435 1,828 —393 —560 


n.a.Not available. 


awaiting completion of a survey of costs by the Post 
Office Department. A request for an increase in ex- 
press rates of about 10% is also pending. Express rev- 
enues have been falling off because the service can- 
not compete with the low parcel-post rate. 

Thus the head-end deficit, one of the major finan- 
cial problems, remains untouched. 


1Interstate Commerce Commission, Ex Parte 168, “Increased 
Freight Rates,” 1948, August 2, 1949. 


Empty seats are a big problem. Other forms of 
transport have gained at the expense of the railroads, 
in part for reasons that have little to do with the price 
of a rail ticket. The natural advantages of the speed 
of the airplane and flexibility of the motor vehicle 
are some of the prime nonmonetary factors with which 
the railroads must contend. Social and other forces 
also operate to compel the use of a particular form 
of transport. 

What is being done to combat these factors? More 
than 2,700 new passenger cars were added to the rail 


Table 2: Net Railway Passenger Service 
Operating Income 


Source: Interstate Commerce Commission 
Millions of Dollars 


Mail, 
Total Express, All Percent 
oe Pave, | PNERE® | Other | Headend 
(Head-end)! 

WOSG Sere totrastele mids e wes —233 —128 -105 54.99 
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Noite: Expenses, taxes, and equipment and joint facility rents divided on the basis 
of car-miles. 


‘Revenues from baggage, mail, express, milk, less car-mile proportion of pe 
passenger service expenses, taxes, equipment and joint facility rents. (Based on 
total car-miles of mail, baggage and express cars and one half of car-miles of com- 
bination of these types with passenger.) 


*Revenues from passenger, dining and buffet, and miscellaneous services, less 
car-mile proportion of total passenger service expenses, taxes, equipment and joint 
facility rents. (Based on car-miles of coaches, parlor, sleeping car, dining, buffet 
lounge, observation, and business cars and one Talf car-miles of passenger cars in 
combination with baggage, mail, and express.) 


fleet from 1946 through 1948. Improvements in road 
beds, safety, train services and terminal facilities are 
being made in order to help capture business. Con- 
sumer responses to these services and comforts, how- 
ever, cannot be fairly measured. 

The part of the problem that can be measured has 
to do with rates. In the first place, what underlies 
all the commissioners’ thinking is that rate increases 
are just part of a vicious circle for the railroads. To 
a considerable degree they generate further losses in 
traffic and so in revenue. Thus, intercity bus traffic 
has gained 6% in the last three years while rail traf- 
fic has been falling, in good measure because of rate 
rises on the roads. 

In regard to the most important competition for 
rail travel, namely the automobile, railroads must be 
prepared to offer considerably reduced rates to cap- 
ture the family-trip business.1 There is a possibility 
that a substantial reduction in rates, plus introduction 

1Railway Age, November, 1948, p. 215. 
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of more flexible service, could capture a part of this 
rich market. 


WOULD CHEAP TRAVEL HELP? 


What possibility is there to wipe out the total pas- 
senger deficit with a reverse course, namely the low- 
ering of rates? One study conducted by the Bureau 
of Statistics of the ICC in 1941" indicates that this 
would be possible. 

The study considered fares within a range of 1.6 
cents to 3.4 cents a mile under prewar conditions. It 
concluded that at fares below 3.2 cents a mile in coach 
traffic, a reduction would result in more than a pro- 
portional increase in passenger traffic; and it would 
increase total revenue. At above 3.2 cents a mile, a 
small decrease in fare would increase passenger-miles, 
but not enough to make up the revenue lost in the 
fare cut. The study further indicates that maximum 
revenues might be attained at fares below 1.6 cents 
a mile—about the prewar cost of taking the family 
one mile by car. 

It is of course evident that because of the great 
price inflation since prewar years and the change in 

Preliminary Examination of Factors Affecting the Demand for 


Rail Passenger Travel,” Bureau of Statistics, Interstate Commerce 
Commission Statement No. 4129, September, 1941. 


many other factors, the precise rate range used by the 
ICC study is now out of date but the analysis remains 
highly suggestive. 


A POSSIBLE ANSWER 


This alternative of reduced rates is not an easy one 
to adopt. One of the chief reasons is that it would not 
affect the head-end deficit. Hence, under present con- 
ditions, rate reduction would have to accomplish an 
extraordinary increase in traffic to wipe out the entire 
passenger deficit. 

All in all, the problem of the passenger service defi- 
cits is not a simple one. Rate increases do not appear 
to offer a long-range solution because they help the 
competition. Rate decreases do not appear practicable 
because of the heavy burden of the head-end deficit. 

Perhaps a fitting sequel to the story is the unhappy 
comment offered by Commissioner Aldridge, one of 
the majority voting for the increase, in his testimony 
before a House of Representatives judiciary subcom- 
mittee on November 17. He concluded that if the 
present deficits continue the government might have 
to end up by subsidizing the roads. 


Martin STOLLER 
Division of Business Economics 


Operations of Tax-exempt Organizations 


LMOST $3 billion of total receipts! were reported 
for 1946 by tax-exempt organizations not pri- 
marily engaged in business activities. Total receipts 
for all tax-exempt organizations (reported on the 
99,467 returns filed with the Bureau of Internal Reve- 
nue) approached $10 billion. 

The highest receipts for the nonbusiness exempt 
organizations were reported by literary, library, scien- 
tific, research, educational and charitable organiza- 
tions including hospitals and foundations—the total 
being $1,249 million. (See table.) Labor organiza- 
tions, the group submitting the largest number of 
returns, reported total receipts of $478 million in 1946. 
Total receipts of business and trade associations 
amounted to almost $300 million. Agricultural and 
horticultural organizations, civic organizations, em- 
ployee beneficiary associations and clubs organized 
for pleasure or recreation were among the other non- 
business exempt organizations reporting receipts. 

About 35% of the nonbusiness exempt organizations 


1Total receipts” is the total of all sources of income including 
receipts from dues, assessments, gifts, grants, interest and dividends, 
rents, gross receipts from business activities, and gains or losses from 
the sale of assets. 


reported business receipts! in the same year. Of the 
total receipts of $2.8 billion for nonbusiness organiza- 
tions, over $1 billion, or approximately 40%, were 
business receipts. 

About 28,000, or 28%, of all the tax-exempt or- 
ganizations were engaged primarily or exclusively in 
business activities in 1946. Typical of such organiza- 
tions are farmers’ marketing cooperatives and mutual 
savings banks. 

The exempt business-type organizations reported 
total receipts of $7,039 million—over 70% of the re- 
ceipts reported for all tax-exempt organizations in 
1946. Farmers’ cooperative associations accounted for 
$5.6 billion, more than one half of the total receipts. 


TOTAL NUMBER GREATER 
Total receipts of $9,853 million were reported for 
1946 by 99,467 organizations exempt from the federal 
income tax, but filing returns as required under 
the Internal Revenue Code. The total number of 
tax-exempt organizations is greater than the actual 


1Business receipts” is defined as the total receipts of business-type 
organizations, but includes only rents and gross receipts from business 
activities of nonbusiness type organizations. 
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number of returns filed, as not all exempt organiza- 
tions are required to submit a return. Included in this 
group not required to submit a return are certain reli- 
gious, educational, and charitable organizations and 
wholly owned government corporations. Furthermore, 
it is permissible for a parent organization to file a 
group return for two or more of its affiliates. For 1946. 
eighteen group returns were filed covering 3,622 affili- 
ates. 

The 6,009 returns filed by farmers’ cooperative asso- 
ciations do not cover all of these organizations, since 
a number of farmers’ cooperatives submit the regular 


Revenues and Number of Returns of Tax-exempt 
Organizations for 1946 
Source: Bureau of Internal Revenue 


Total Number 


Type of Organization Receipts! o! 
($Millions)| Returns 
Farmers’ cooperative associations.............. 5,620 6,009 


Literary, library, scientific, research, educational, 
or charitable organizations; hospitals, founda- 


REL REE . Pee ee ee Re ee 1,249 | 14,424 
anual savings DANES... 2 <1. sejeeiiis ayes vas - 725 602 
MORDOSTOPUAIIZHDIONS. «S805. fe ics Sse ee ne alae 478 | 25,740 


Civie organizations and local associations of em- 
ployees devoted to charitable, educational, or 


BECHEAUMONAl PULPOSES. 0c. <a: foc wee ceeie sae 372 | 10,342 
Business and trade associations................ 300 7,206 
Clubs organized for pleasure or recreation...... . 285 | 11,474 


Federal credit unions, federal savings and loan 

associations, intermediate credit banks, nation- 

al farm loan associations, producers’ credit 

IEEE AV) ECS (ORE ek eee ee ee 279 6,270 
Building and loan or savings and loan associations 

(not federal), cooperative banks, and credit 

mmons (nottederal)15. check eee ok 234 7,673 
BEHCOMPMR sribir, © hs sherk h. Eeyeiaieaea hth eR oA 312 9,727 


taal AB Re 8s a Seen 9,853 | 99,467 
See footnote 1 on first column of preceding page. 


corporation income-tax form. A special study by the 
Bureau of Internal Revenue showed that 2,344 farm- 
ers’ cooperatives, with total receipts of $891 million, 
filed these returns for 1946. The 1,787 cooperatives 
which were taxable paid $2.6 million in corporation 
income taxes. 

The first year for which returns were required of 
tax-exempt organizations was 1943. Over 100,000 
returns were filed for that year. Receipts of $6.2 
billion were reported for 86,784 returns which were 
tabulated. 


SOURCES OF RECEIPTS 


Tax-exempt organizations, taken all together, gar- 
nered the major portion of their receipts from busi- 
ness activities. Gross receipts from business activities 
(receipts from the sale of goods and services, exclud- 
ing rents) accounted for $7,270 million of the $9,853 


1Tabulations are not available for returns with receipts of less than 
$50,000 that were received by the Bureau of Internal Revenue after 
December 31, 1943. The 1943 data refer to returns relating to the 
calendar year 1943 and fiscal years beginning in 1948. The 1946 
returns are those filed for accounting periods ending at any time 
during the calendar year 1946. 


million total. Items such as dues and assessments 
from members followed business activities as a source 
of revenue, though they only amounted to some $800 
million. 

Most of the tax-exempt organizations which re- 
ported business receipts were situated in the following 
industry groups: finance, service, retail and wholesale 
trade, and real estate. 

Though the number of returns from organizations 
(with business receipts) engaged in wholesale trade 
amounted to 5% of the total number of these returns, 
this group reported receipts from business activities 
of $4 billion out of the $7.3 billion total. 

More than half of the 99,467 returns filed reported 
total receipts of under $5,000 for 1946. There were 
more farmers’ cooperatives that filed returns report- 
ing total receipts of $1 million and over than any 
other type of organization. Of the 1,388 returns with 
$1 million and over in receipts, 802 were filed by 
farmers’ cooperatives. 

The receipts reported by the tax-exempt organiza- 
tions are not comparable with the profit figures of 
taxable corporations. This is owing to the absence on 
many returns (of the exempt organizations) of a 
breakdown of those expenses directly attributable to 
rents and gross receipts from business activities. 


Bernard Moss 
Division of Business Economics 
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Wage Losses from Strikes 


ORE THAN 25 million workers have been di- 

rectly involved in strikes since 1937. They 
spent about a third of a billion man days away from 
their jobs because of strikes and forfeited about $3 
billion in wages alone. 

The direct loss to workers on strike has reached 
at least $25 million in wages each year since 19372 
Even during 1943 and 1944, when patriotism, govern- 
ment intervention and public sympathy tended to 
reduce the number of strikes, wage losses accruing 
from strikes totaled more than $100 million and $70 
million in the two years respectively. An increase in 
strike idleness since the end of the war, combined 
with the higher hourly wages paid to workers, has 
resulted in wage losses in excess of a third of a billion 
dollars a year. 


A CHAIN REACTION 


While wage-earner losses subtract substantial sums 
from consumer purchasing power, they obviously do 
not measure the total cost of strikes to the economy. 
Interruptions in the production process of even one 
company have repercussions on the earnings of the 
company, its salesmen, its customers, etc., in addition 
to its workers. Moreover, in the present system of 
specialization and division of labor, there is great in- 
terdependence among the sectors of the economy. 
Manufacturing industries are dependent upon agricul- 
ture, mining and other primary industries. Each man- 
ufacturing industry, in turn, affects or is affected by 
other manufacturing industries which furnish the sup- 
plies or use the product of the industry. Transporta- 
tion, distribution and services are dependent upon 
both primary and manufacturing industries for 
equipment and supplies on the one hand and for busi- 
ness on the other hand. Each individual is dependent 
upon all phases of industry for even the necessaries 
of life. 

An estimate of the total cost of strikes would re- 
quire calculating the pyramidal production, distribu- 
tion and consumption loss on a net basis. On the plus 
side, an acceleration of activity in an industry because 
of a strike in another industry must be considered an 
offset to the losses incurred by the striking industry. 
Available statistics provide little of the data needed 
for such estimating. The absence of scholarly inves- 


1The figures given here have not been adjusted for retroactive 
settlements. 
*The term “‘wage loss” used throughout this article refers to the 
wages that would have been earned by the workers on strike if they 
worked during the strike period. The limitations of this definition 
are discussed in the text. 


tigation in spite of intense public interest appears to 
testify that no satisfactory solution of the many diffi- 
culties involved has been found. 

Current information on the over-all impact of 
strikes relies wholly on rough approximations of losses 
to selected groups which result from a strike in one 
industry. Some of these estimates which appeared in 
the newspapers in 1949 are shown in Table 1. Practi- 
cally the only conclusion that can be drawn from the 
figures are that strikes cost millions of dollars to 
employers, the government, and others each year, in 
addition to the estimate of direct wage losses. 

This article, which is limited to the direct wages 
lost by workers on strike (the only measurable quan- 
tity), is intended to indicate the trend in the cost of 
strikes in the absence of more comprehensive esti- 
mates. The figures show the general magnitudes in- 
volved rather than the exact amounts. They were 
derived chiefly from Bureau of Labor Statistics re- 
ports on the number of man days idle as a result of 
strikes and on average daily earnings in each major 
industry group. 

The derived totals do not necessarily represent the 
earnings actually lost by workers. Part or all of the 
earnings forfeited by them during a strike may be 
recovered by (1) working longer hours either before 
an imminent strike or after a strike; (2) earning 
higher hourly wage rates as a result of the strike set- 
tlement, which in some cases are made retroactive; or 
(3) a combination of both. 


MOSTLY NOT RECOUPED 


It is unlikely, however, that a major part of the 
wages lost during strikes in the postwar years was 
offset by these factors. Strikes involving large num- 
bers of workers have recently lasted several days and 
in some instances several weeks. Employees in indus- 
tries operating on a full schedule of hours would have 
to work many hours of overtime to retrieve the wages 
lost. With most war and postwar wage disputes set- 
tled in favor of higher hourly rates of pay, overtime 
at premium rates has become increasingly costly to 
employers, who, in turn, tend to discourage it. 

Only in textiles, coal, furs and other industries where 
the work week was reduced during the last year to 
less than the usual number of hours could workers 
make up any of the wages lost during strikes by work- 
ing a full week at straight-time rates after a strike 
settlement. 

Strikes in manufacturing industries since 1937 have 
resulted in more than 200 million man days of idle- 
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ness. This lost time represents approximately 60% 
of the total man days idle in the nation, although fac- 
tory workers represent only about a third of all 
persons employed by private industries. Strike-in- 
duced idleness cost nearly $1.8 billion in factory wages 
—about half of the total wage loss to striking workers 
in all industries in the twelve years 1937-1948.2_ Even 
at current average hourly earnings, which are higher 
than ever before, this sum is equivalent to the aggre- 
gate earnings that would be lost by all factory wage 
earners in the United States if all manufacturing in- 
dustries ceased to operate for about fourteen working 
days. 

Almost 80% of the $1.8 billion wage loss was regis- 
tered in the last four years of the period. Prior to 
1945, strikes cost workers in manufacturing about 
$45 million a year in direct wages.? Even in 1937, 
when 20 million man days of idleness were recorded, 
the resulting wage loss totaled about $108 million. In 
comparison, the annual wage loss in 1947 and 1948 
aggregated $163 million and $197 million, respectively, 
although the total time away from jobs because of 
strikes was below the 1937 figure. The higher figures 
in recent periods, in spite of less time lost, reflect pri- 
marily the higher hourly wage paid to workers.* 

1Manufacturing employment during the war accounted for about 
two fifths of employment in private industries. It returned to its 
prewar relationship of about a third of the total after the war. The 
major part of the total man days lost during the entire period 
1937-1948 occurred in nonwar years. 

Table 3 indicates that manufacturing accounted for about 61% of 
all wages lost. However, since the wage loss to workers in certain 
nonmanufacturing industries, which could not be readily measured, 
is omitted from the total, the share attributed to factory workers is 
overstated in the table. 

3The average yearly loss is reduced to about $3714 million when 
1937 is omitted. 


4It may also reflect more time lost by workers in the higher-paid 
industries. 


Large-scale stoppages in steel, machinery, and other 
durable industries accounted for most of the time and 
money lost. Steel workers alone forfeited more than 
$350 million during 1937-1948 for the 38 million man 
days they were away from their jobs. This industry 
had three major strikes during these twelve years: 
one in 1937, when 92,000 workers struck for two 
months to gain “recognition”; another in 1943 when 
134,000 were idle for two days; and the third, a nation- 
wide strike for a wage increase, which occurred in 1946 
and caused wage losses to 750,000 workers. It is not 
yet possible to estimate from official figures how many 
millions of dollars were lost in the 1949 strike when 
500,000 steelworkers were idle about a month and a 
half. The daily wage loss is roughly placed between 
$5.5 million and $6.5 million. 

Transportation equipment workers lost over $475 
million since 1937, chiefly because of strikes in auto- 
mobile plants and shipyards. Losses to automobile 
workers alone totaled $340 million. Machinery workers 
(except electrical) forfeited over $240 million and 
electrical machinery workers more than half that 
amount. The combined wage loss to striking workers 
in these four industries amounted to nearly $1.2 bil- 
lion in the 1937-1948 period. The total wage loss due 
to strikes in all manufacturing was $1.8 billion. 

The amounts lost by workers in other manufactur- 
ing industries are also shown in Table 2. While they 
are less impressive, they still represent millions of 
dollars of lost purchasing power. 


LOSSES IN NONMANUFACTURING 


Labor-management disputes resulting in work stop- 
pages cost nonmanufacturing employees over a bil- 
lion dollars during 1937-1948. Bituminous coal min- 


TABLE 1: COST OF STRIKES IN SELECTED INDUSTRIES OR COMPANIES, 1949 
Assembled from statements appearing in The New York Times 
Dollar Figures in Thousands 


Source: 


Number of 
Industry or Company Employees 
Striking Striking 
Workers 
Soft coal: 
380,000 to 5,000 to 
rarty. CORLL. ,.fetone cs Peek: « Cats o-3 400,000 7,000 
2-week cost of West Va. strike to thestate] ........ 20,000 
Steel: 
Te eee eee ee 500,000 |5,500 to 6,500 
deta Gamat Sea eaieabaaeba ey 60,000 
EVRA SEPSIS ies Grete 5 sete aataiarsibtaie’s ahs bet Pydle utaude 270,000 
Singer Mfg. Col USD dp it oa = ENE Fs 10,000 
Missouri—Pacific Railroad: 
DV eek ya COs A. it bos Vin Masiaceely seplcs o2 2,000 


Maritime strike (1 company)............|  ......-. 


1Estimates of loss to all factors made by single source. 
aTo maintain facilities. 
bIn orders. 
cOriginal estimate $24,395,000 a week, converted to daily rate on basis of a 7-day 


, sales and miscellaneous losses. 
uding lost sales revenues. 


Railroad 


(is Revenant Related Fields Total 


Government 


1,500 
PANO GHA 463.4.  SBo al hes. oho. Baccara 
SONNE [ctu | ROO Pk BeMood> 1 vei 252. 
RONG Re Memes.) ABN00F | |. navece | Qtawebine 

3,000-5,000g 
21,0006 OO ite aldol, dela i codon Aime ocr 
445,000i 750,000 

PROF Leek dae’ 5 
 4,000k 


fMonthly loss for stee! and coal strike combined to $ large railroads. 
ane tax on employee earnings. 
Income tax on corporate earnings. 
iLoss in steel skstemec (7 million tons of salable steel). 
— to local merchants 
Plus intangibles. 
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ers were the heaviest single-industry losers among 
this class of worker, although strikes occurred in 
nearly every line from laundry employees to school 
teachers. 

The bituminous coal miners lost over $619 million 
in the twelve years, with the heaviest losses again 
occurring in the more recent years. The numer- 
ous stoppages from 1945 to 1948 resulted in 36 million 
man days of idleness and the loss of $442 million in 
direct wages. In 1948 alone, the wage loss approached 
over $150 million. To earn this amount in the same 
year, all 445,000 miners would have had to work about 
twenty-two days. The 1949 coal strike, which began 
on September 19 and was at least temporarily halted 
on November 9,1 is unofficially estimated to cost $5 
million to $7 million a day in direct wages. On the 
basis of a three-day week,? this would mean about a 
$135 million wage loss to miners in the seven-and-a- 
half week nationwide strike. 

Building construction employees spent 5.8 million 
man days striking in 1945-1948 for which they lost $67 
million. These strikes probably were more costly to 
consumers than to strikers because of the lack of hous- 
ing facilities throughout the country. 

Strikes by railroad, motor truck and waterway em- 
ployees since the war have contributed most to the 
time and money lost among striking transportation 
and communication workers. For the group as a 

1A three-week truce period was called on Nov. 9 and the miners 
went back to work without a contract until midnight of Nov. 30. 
The New York Times, November 10, 1949. 


2The miners have been working by choice on a three-day work- 
week schedule since their contract expired on June 30. 


whole, time idle because of strikes totaled 25 million 
man days in 1945-1948 and the direct wage loss was 
at least $250 million. Railroad employees alone lost 
about $13 million. Wage losses to railroad workers 
laid off as a result of strikes in other industries prob- 


Table 2A: Data for 1947 and 1948 
Sources: Bureau of Labor Statistics; Taz CONFERENCE BOARD 
: Thousands of Dollars 


Industry! 1948 1947 


Total 
1947-1948. 


All'manulactiring..)-0 oe yt te ninete e 
Durable goods ...c5.hucs asad ovate es 


Primary metal industries...............- 30,204] 17,661] 12,543 
Fabricated metal products.............. 14,555) 5,540) 9,015 
Ordnance and accessories............+++ 5 2 8 
Electrical machinery............02.000 10,682| 4,462} 6,220 
Machinery, except electrical. ..........- 55,986] 24,558] 31,428 
Transportation equipment, incl. autos...| 88,673] 40,037] 48,636 
Lumber and wood products, excl. furniture} 12,582} 4,881] 7,701 
Furniture and fixtures.................- 4,052} 1,488) 2,564 
Stone, clay and glass products.......... 9,195} 3,818) 5,377 
Nondurable: goods)... Jar seciecio sk: meee 134,149} 94,290} 39,859 
Textile-mill products................+-5 14,827| 6,687] 8,140 
Apparel and other finished textile products} 4,317] 2,526} 1,791 
Leather and leather products........... 8,804) 1,926} 1,878 
Food and kindred products............. 52,531] 46,634) 5,897 
Tobacco manufactures,............+-+- 1,455 33) 1,422 
Paper and allied products.............. 3,210] 1,467) . 1,743 
Printing, publishing and allied industries.| 10,044) 7,971} 2,078 
Chemicals and allied products........... 10,161] 5,832} 4,329 
Products of petroleum and coal.,....... 13,946] 10,235) 93,711 
Rubber products:,.. ¢.cs,40.06 ferewiaiies va. 10,353] 6,105} 4,248 
Professional, scientific, controlling instru- 
ments, photographic, optical, watches, 
Clocks, i> isi tea vw clea wie Saeko tes 2,503} 1,556 947 
Miscellaneous manufacturing industries. .!_ 7,002! 3,319! 3,683 


1A new list of industry groups was adopted by the BLS beginning with its 1947 
data. In many instances, the current industry classification has no counterpart in 
the industry groups previously used. 


TABLE 2: DIRECT WAGE LOSSES OWING TO STRIKES IN MANUFACTURING INDUSTRIES, 1937-1946 
Sources: Bureau of Labor Statistics; Taz ConrerENcE Boarp 
Thousands of Dollars 


Total 


Industry ios voug | 1946 1945 
ATU pier ttfieve tiara Bi ac cauessyruey oresetvsah sl ausrs restate ones 1,399,918] 778,012] 250,459 
Durables sc... cae ae were en ee eee 1,164,075) 708,385] 200,839 
Tron and steel and their products........... 311,913] 224,660] 32,833 
Electrical machinery,.. ca. ireisie 010 ssie «/s.clere ha 126,250} 97,740] 11,704 
Machinery, except electrical............... 184,859] 133,438] 27,041 
Transportation equipment except autos. .... 78,914] 24,804) 24,932 
Automobiles and automobile equipment.... . $11,735] 159,900] 73,445 
Nonferrous metals and their products.......| 56,392] 39,547) 5,124 
Lumber and timber basic products.......... 40,260] 6,857) 14,361 
Furniture and finished lumber products. ... . 21,365] 11,610) 2,461 
Stone, clay, and glass products............. 32,387] 9,829] 8,938 
Nondurable 235,841] 69,627) 49,620 
Textile-mill products................-2.0+- 40,955} 9,710] 8,823 
Apparel and other finished textile products. .} 29,382) 4,443) 1,214 
Leather and leather products.............. 13,697} 3,316} 1,691 
Food and kindred products................ 41,597) 17,516} 6,761 
Tobacco manufactures............0000008: 6,707] 1,770) 1,735 
Paper and allied products................. 11,862} 4,854) 2,499 
Printing, publishing and allied industries....} 11,562| 3,345) 2,016 
Chemicals and allied products..............- 21,764) 10,258} 3,378 
Products of petroleum and coal!............ 7,268} 1,151) 4,356 
Rubber productay.. .7.4.. c<c.bcceaeeieee $2,426} 8,154) 18,689 
Miscellaneous manufacturing industries. ... . 18,622} 5,110} 3,457 


1Petroleum refining only for 1987-1941, 


1944 1948 1941 1940 1939 1938 1987 
52,857| 26,626 75,286| 22,717| 40,882) 28,435 | 108,004 
44,162) 18,243 54,477] 14,941] 28,186] 13,008 | 73,460 
10,614] 5,998 9,605] 2,484| 1,257] 2,390a| 20,0940 
921] 738 3,414] 2,9941 542] 2,133 | 5,679 
4,561] 1,178 11,220| 1,802] 2,010] 1,144] 1,666 
9,144] 3,664 7,645} 1,056]  759| 137| 5,493 
13,828| 4,354 10,351, 791] 18,838] 2,204 | 27,492 
1,200] 726 2,575| 1,441| 921] 804a| 3,545a 
1,895] 328 4,506] 2,341] 2,563] 2,134 | 4,680 
530] 975 1,470} 1,006] 597/ 783] 1,870 
1,468] 983 8,691] 1,077] 698] 1,279a| 3,01la 
8,695] 8,383 20,808] 7,776| 12,695] 15,427 | $4,544 
2,667| 1,629 8,679] 1,053| 2,230} 2,498a| 6,422 
450} 995 8,741] 1,766] 3,017] 3,225a} 9,560a 
744 884 1,055] 549| 778| 665| 2,698 
1,207} 630 5,150] 763 _-1,919] 3,268a} 3,165a 
336] 469 442] 311] 981] 545 702 
832} 610 732} 435, 616| 541 375 
84 64 1,339] 147/ 505] 934] 2661 
886} 501 1,818} 984] 1,641| 73a] 1,324 
237| «184 65 76|  §89| 203 364 
998} 2,127 1,021] 596] 445] 1,013a} 4,137 
253| 341 1,766] 1,097| 774] 2,263 | 3,135 


aNot exactly comparable with later years, 
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TABLE 3: MAN-DAYS AND DIRECT WAGES LOST IN STRIKES, 1937-1948 
Sources: Bureau of Labor Statistics; THz ConrerENCE Boarp 
In Thousands 


A pt hoes aaah Coal Miia Conutraction | Be ples ercladam iiceuing doemenccs 

Weer Man- Direct Man- Direct Man- Direct Mon cas he Dest a _— at a he! 

ee er ree ade toe feta Soe cites (Sree AM tae | “oeste Oodle | Pout 

Number] Dollars | Number] Dollars | Number | Dollars | Number | Dollars | Number | Dollars | Number | Dollars | Number | Dollars 
Le ae i 28,454) 150,327) 20,008) 108,004) 1,925) 11,530 667| 4,214) 1,037) 4,755) 1,869) 12,606) 2,948) 9,218 
LSC ara ee 9,148 42,613) 5,815 28,435 133 817 268} 1,706 826} 3,829 720) 3,833) 1,386} 3,993 
IG Se age aes 17,814) 100,247) 7,183 40,882] 7,303) 45,276 425) 2,770 426) 1,970 857] 5,925) 1,620) 3,424 
Petia ceisce eo aca 6,699 33,508] 4,400 Ee Be fle | 153 947 403} 2,705 584) 2,697 593) 2,732 566) 1,710 
SS ee a 23,047) 140,858] 12,465 75,286] 6,748] 46,899 881] 6,227] 1,034) 5,124 425) 2,198] 1,494) 5,124 
VL EC ee an 4,182 25,040) 2,684 16,640 264| 1,960 147; 1,185 304) 1,697 171; =+1,070 612) 2,488 
MOSSE aed. hs tne 13,500} 103,831] 3,433 26,626) 7,510) 59,858 182} 1,155 91 599 183} 1,227) 2,151) 14,366 
ROMA te tia nc. Tale cle 8,721 71,219] 6,148 52,857| 1,056) 10,025 100 919 270| 1,798 $45} 2,324 802} 3,296 
LS eae 38,025} 328,161] 28,758) 250,459} 5,007) 49,669 437| 4,220 336] 2,180) 1,551) 10,199} 1,936) 11,434 
LED lecteur ed ene 115,810} 1,129,330] 81,807] 778,012} 19,500] 218,595) 1,340) 13,869 882} 6,633} 9,020] 89,915] 3,261] 22,306 
NOR itaelerantt, «fe 0s 34,580| 344,847] 15,669] 163,346] 2,190] 28,667} 2,670) 31,426) 1,010) 8,406} 11,500) 107,506) 1,541) 5,496 
LUN, Ae 34,105] 418,608] 17,576] 196,737) 9,560) 145,121) 1,340) 17,340 557| 5,003] 3,290) 41,595} 1,782) 12,812 


Total, 1937-1948. | 334,085| 2,888,589] 205,946| 1,760,001| 61,349] 619,364 


8,810| 87,736] 7,357] 44,691] 30,524| 281,130} 20,099] 95,667 


1Based on a somewhat smaller number of man-days idle than shown for the group because it was not possible to calculate the daily wages of certain nonmanufacturing in- 


dustries, such as taxicab workers. 


for all industries. 


ably reduced their purchasing power much more 
sharply. 


METHODOLOGY AND LIMITATIONS 


The wage losses were computed by multiplying the 
number of man days idle in each major industry dur- 
ing each year by the average daily wage. The total 
for major groups is the sum of the losses in the indi- 
vidual industries. 

The man-days-idle series understates the time away 
from work because of labor-management disputes 
since it excludes stoppages affecting fewer than six 
workers or lasting less than a full work day or shift. 
These stoppages are excluded, according to the BLS, 
“principally because it is virtually impossible to secure 
an adequate coverage of these minor disputes.” There 
are indications that a vast number of these minor 
stoppages occur in many industries. For example, in 
the first eleven months of 1944, 800 strikes and work 
stoppages occurred in the automobile industry that 
were not recorded by the BLS.” 

The daily wage rate was derived by multiplying the 
average hourly earnings in the industry (average for 
the year) by the number of hours customarily worked 
during a day. For manufacturing and most nonmanu- 
facturing industries an eight-hour day was considered 
typical; for bituminous mining (1937-1943), anthra- 
cite mining and construction, a seven-hour day. 

The loss in wages is overstated by using the average 
for the year in the earnings series because any wage 
boosts obtained during the year by strike settlements 


1“Work Stoppages Caused by Labor-Management Disputes in 
1948” Bureau of Labor Statistics, Bulletin No. 963, p. 26. 

*Automotive Council statement by George Romney to the Senate 
War Investigating Committee on “Man-power Problems and the 
Effect of War Production,” March 9, 1945, Automotive Council 
for War Production, p. 18. 


hus the wage figures exclude the loss resulting from 8,778,000 man-days idle os 1937-1948 for all industries (2,662,000 man-days in trans- 
portation and communication and 6,116,000 man-days in “other” nonmanufacturing industries), The time loss omitte 


represents 214% of total man-days idle during 1937-1948 


and other negotiations are included. This factor would 
be more significant since 1946 when wage increases 
were larger and more general than ever before. In 
addition, BLS estimates of average hourly earnings 
include overtime paid for at premium rates. This 
overstatement helps to offset the omissions in the 
time-lost figures. 


GERTRUDE DreutTScH 
Division of Business Economics 


Economic Notes 


A Scholar on the Dollar 


“Tt is not adequate to contend, as Mr. Hoffman of the 
ECA has more than once, that western European countries 
need only increase their exports by $2.5 billion, or 1% of 
our national product of $250 billion, to attain equilibrium. 
What is primarily relevant for Europe and almost exclusively 
for Great Britain is the manufacturing output of this country, 
and that is about $60 billion, not $250 billion. Furthermore, 
to produce and sell $2.5 billion additional in this country, 
Europe would have to buy about $500 million of raw materials 
abroad. Hence, those countries would have to sell about $3 
billion of manufactures and thus capture about 5%, not 1%, 
of our market. 


‘This oversimplifies the problem and leaves out of account 
some relevant variables; e.g., the nonmanufacturing imports 
and the higher total retail value of European exports needed 
to return $2.5 billion. The first reservation suggests that the 
problem is less serious than here indicated; the second, that 
it is much more serious. Sales of manufactures yielding $2.5 
billion to European exporters may well mean $5 billion to 
$7 billion additional outlays by American consumers.”— 
Source: Seymour E. Harris, “‘Devaluation of the Pound Sterling, 
Harvard Business Review, November, 1949, p. 789. 
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Families: Past, Present and Future 


HE number of families in the United States has 

increased 6.4 million, or almost 20% in the nine 
years since 1940. The number of households has in- 
creased over 7 million, or 20.5% in the same period. 
This is the largest absolute increase in a period of this 
length in the history of the United States. 

The increases in the past two years alone have 
amounted to almost 3 million for households and 2.3 
million for families. This rapid growth is affecting 
estimates of future increases in the number of families 
and households. 

Projections made by the Bureau of the Census as 
late as 1946 had estimated the number of private 
families (households under the new definitions) in 
1949 to be 40.5 million. (See Table 3.) The most 
recent estimate places the figure at 42.1 million—1.6 
million, or 4%, higher than originally had been ex- 
pected. 

These projections might seem to be invalidated (as 
were the projections of the total population) by the 
extremely high rate of population increase in the past 
few years. But actually much of the population boom 
comes from high fertility rates. These variations in 
fertility during the period covered by the projections 
would have little effect on the estimate of the number 
of households, since only a negligible number of per- 
sons born after 1940 would be family heads before 
1960. 


REASONS FOR THE INCREASES 


The rapid rise in the number of households reflects 
the extremely high marriage rates in the United States 
in the postwar period. Marriage rates, after having 
fallen to their Jowest recorded point,? 7.9 a thousand 
in 1932, rose fairly steadily again till 1938, when they 
declined in reaction to a sharp business recession. 
From 1939 through 1942, the rate again rose, in 1942 
reaching the then record high of 13.2 marriages for 
each thousand of estimated population. 

Mobilization and transfer of large groups of males 
into the armed forces and overseas caused declines in 
the marriage rates in 1943 and 1944, but the rate again 
rose moderately in 1945. The end of the war and de- 
mobilization caused marriages to jump to the remark- 
able rate of 16.4 a thousand in 1946—more than 
double the 1932 rate. Declines occurred in 1947 and 


1A major difference between households and families lies in the 
number of one-person households, which, by definition, contain no 
families. Households may, however, contain more than one family. 
The definitions and differences will be explained in detail later in 
this article. 

*Since national marriage data collection started in 1867. 


1948, but the 1948 rate of 12.3 a thousand is still 25% 
above the average rate of the decade of the Thirties 
and 17% above the Twenties. 


CHANGES IN DEFINITIONS 


The increase in families (Census definition) in the 
past few years has been given impetus by a decrease 
in doubling, as well as by the abnormally high level 
of marriages. Indicative of this movement in the past 
two years was a decline of 700,000 in the number of 
married couples with the husband not the head of the 
household. Some 6.1% of married couples were dou- 
bled in 1949 compared to 6.8% doubling in 1940. (See 
Table 2.) 

Changes in definition have also caused significant 
changes in the total number of families. The family 
(or private family), as defined by the Bureau of the 
Census for the 1940 and 1930 census, comprised a 
family head and all other persons in the home who 
were related to the family head by blood, marriage, 
or adoption, and who lived together and shared com- 
mon housekeeping arrangements. A person living 
alone or without other related family members was 
counted as a “one-person family.” 

This definition, now superseded, resulted in the 
number of families and households being identical, 


Table 1: Total Marriages, ‘‘Crude’’ and ‘‘Refined”’ 
Marriage Rates, Selected Years, 1900-1948 
Source: Federal Security Agency 
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since a household, then and still under Census defini- 
tion, consists of a private family plus those unrelated 
persons who live in the home as lodgers, servants, etc. 
Institutions, hotels, large rooming houses, and the 
like were considered quasi-households and were not in- 
cluded in either figure. 

Under the new (tentative) definition, a family 
includes two or more persons related by blood, mar- 
riage, or adoption and residing together. The major 
differences in the concepts are the exclusion of the 
one-person family, the inclusion as secondary families 
of each group of two or more related persons, such as 
lodgers or servants and their relatives, who are not 
related to the household head, and the inclusion of 
families living in quasi-households. In total, these 
changes in definition have resulted in an estimated 
decrease of close to 3 million in the number of families 
for the year 1940. 

The projections of family numbers made in 1946, 
therefore, are, in effect, now projections of the number 
of households. 


LONG-TERM EFFECT 


It has been shown statistically that marriage rates 
tend to move with the business cycle.1 Extremely low 
marriage rates of the early 1930’s coincided with a 


Table 2: Number of Married Couples, 1940 and 
1947-1949 
Source: Bureau of the Census 
In Thousands 


With Husband as_ | With Husband Not as 
Head of Household | Head of Household 


Total 
cr Coes Chane Chane 
rom 
Teral Precndiy —_ Preceding 
Date ate 
April, 1940........ QRbLy | 26.571 |) os... POAG SE terns 
April; 1947. ....... 33,406 | 30,545 | +3,974 2,861 +915 
April, 1948........ 34,289 | 31,834 | +1,289 2,455 —406 
April, 1949........ 35,323 | 33,167 | +1,333 2,156 —299 


series of severely depressed years. The rise in mar- 
riage rates in the late 1930’s was partly the result of 
the “catching up” of marriages which normally would 
have taken place earlier. Similarly, the boom in mar- 
riages which occurred in the immediate postwar period 
was partly the result of the catching up of great num- 
bers of marriages which were held off during the war 
period. In addition, the continued high level of eco- 
nomic activity in this period caused a number of mar- 
riages to take place earlier than expected. 


“REFINED” AND “CRUDE” RATES 


Crude marriage rates are obtained by relating the 
annual number of marriages to the total population.? 


1See for example Virginia L. Galbraith and Dorothy S. Thomas, 
“Birth Rates and the Interwar Business Cycles,” Journal of the 
American Statistical Association, vol. 36, 1941. 


2Estimated as of July 1. 


A more significant marriage rate figure is obtained by 
relating the number of marriages to the number of 
unmarried females fifteen years of age and older. In 
this way, marriages are related only to that portion 
of the population which is in the marriageable age 
bracket. 


Table 3: Private Families 
Source: Bureau of the Census 
Estimates, 1890-1949; Projections, 1947-1960; in Thousands 


Census! or Projection* 

Estimate (1946) 
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MSMR EN ts persisin,9%atelersi erase’ suels! ciataieravaie’a 4 SO:256 Dal meee. 
SPO Re rere scare stat aie ot sae saotascth «aie. 80 QA SSO RT | rcia sie 
MOS Umea nek ane ce viele Garena wate we Kia PAU ite 1 RR Rede ta 
SDAA Merten ie orelien a. aolereeishetaters ais, ocd dae be Wis RL) ol ae aaa 
tl ai 0S SOO AS CEC Ee oars 39,138 $9,100 
EDA MRM talsicte sfeteitate.e ones Ghelerd aheratel sin abd 40,720 40,025 
OL eiiets/s..c vrclritel« hicieysntpieiaicialate.c 1s sa. 42,107 40,525 
MOORE: icisteleresce mis areieteis eine vincioate| | aeteretete 40,900 
EDD ENEAES (siete etc ave lo larsvarere ee vivjaleDecevsin|l | © fapmaashoss 42,925 
MDNR rste arene ead insb. esevricie iene) oy aici | 44,775 


1Data from 1890 to 1940 are “private families,” as of date of census. Data from 
1947-1949 are estimates of “households” (comparable with “private families’’) 
as of July 1. 

2Projections are of “private families,” as of July 1. 


These refined rates (see Table 1) show the same 
general pattern of movement as do the crude rates, 
but exhibit a greater degree of fluctuation. In 1948, 
the rate of marriages per 1,000 unmarried women 
aged fifteen years and over was 42% above the aver- 
age for the decade of the 1930’s. For the same year, 
the crude marriage rate was 25% above its average 
for that period. 

These data seem to indicate that marriage rates 
have actually risen more in the last decade and a half 
than the crude rates indicate. 

Marriage rates are expected to continue to decline 
in 1949 and in the immediate years following. This 
prediction is based on a decline in the number of 
single persons in the marriageable age groups. Unless 
there is a large amount of immigration during the 
next decade, the number of men and women in the 
most common marrying age groups will continue the 
decline already begun, and by 1956 will be 12% below 
the 1947 figure1 This indicates a continued decline 
in marriage rates and a probable leveling off at a 
rate that will be considerably below that of the past 
few years. 

The next significant rise in marriage rates will logic- 
ally occur in the early and middle years of the nine- 
teen-sixties, when the large number of children born 
during the boom years of the nineteen-forties will 
reach maturity. 


JosepH S, ZEISEL 
Division of Business Economics 


1See P. K. Whelpton, “Forecasts of the Population of the United 
States, 1945-1975,” Bureau of the Census, 1947. 


POSTWAR DOLLARS GO OVERSEAS 


UNITED STATES GRANTS & LOANS UTILIZED UNITED STATES FOREIGN AID 


JULY 1,1945-JUNE 30, 1949 JULY 1,1945-JUNE 30,1949 
BY COUNTRIES TOTAL 
MILLIONS OF DOLLARS $28.4 BILLION = 100% 


KOREA 


YUGOSLAVIA 


BELGIUM~ 
LUXEMBURG 


POLAND 


PHILIPPINES 


AUSTRIA 


ae 
LIZED 


Yi 


INVESTMENT IN 
INTERNATIONAL 


Soy AND LUND 
Uy 


NETHERLANDS 


GRANTS 
CHINA 


GERMANY, 
WESTERN 


ALL OTHER 
COUNTRIES 


FRANCE 


UNITED 


KINGDOM aa%5 


®Since the war ended, our aid to other countries has continued—in gigantic dimensions. It has not, 
however, approached the aid sent overseas in wartime. In the four years to the middle of 1949, our 
foreign aid actually utilized came to about 55% of the war total. Much more of our aid today is in the 
form of loans and investments. This aid has been disbursed to all parts of the globe, but Europe has 
received the largest share. The United Kingdom, the largest single recipient of aid, has received most 
of it in loans. Western Germany is the largest recipient of grants—94% of the total she has received. 
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BUT STILL THE DEFICIT CLIMBS 


FINANCING UNITED STATES EXPORTS TRADE BALANCE OF ERP COUNTRIES 
JULY |, 1I945-JUNE 30, 1949 WITH THE UNITED STATES 


TOTAL EXPORTS MILLIONS OF DOLLARS 
$67.3 BILLION=100% OEFICIT SURPLUS 
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®About a third of our exports have been paid for by the extension of United States Government aid. 
More than half were financed by imports. But foreign countries were compelled to find still other means. 
Some of this deficit was met by liquidating gold and dollar assets held by these countries. United States 
Government aid has been forthcoming in order to help nations restore their war-devastated economies. 
For almost all the ERP countries, the trade deficit in 1948 was considerably bigger than in 1938. The 
United Kingdom was the only exception—its deficit was actually smaller in 1938. None of the ERP 
countries had a surplus in merchandise trade with the United States in 1948, while three did in 1938. 
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Higher Support Prices in 1950? 


HE new farm support act, passed in mid-October 

by the 81st Congress, continues for at least 
another year the high, inflexible price supports for 
major commodities. Originally these high inflexible 
supports were instituted to encourage greater wartime 
production. Today, however, unlike the war period, 
agricultural production greatly exceeds our domestic 
and export needs in many of the basic products. 

Much business interest in the new act centers around 
its effect on prices. Formulas for support prices for such 
major crops as wheat, corn and cotton in 1950 will 
remain unchanged from this year. Parity prices for 
major meats and dairy products will be increased, but 
a discretionary range (from somewhat below present 
levels to somewhat above them) is left for support 
prices. How the Secretary of Agriculture employs this 
discretionary power for 1950, an election year, remains 
to be seen. 

The Agricultural Act of 1949 divides, for the pur- 
pose of support, some 300 agricultural commodities 
into four major groups. These include the six so-called 
basic commodities, the designated nonbasics, storable 
nonbasics and other nonbasics. The agricultural items 
included within each category are indicated in 
Table 1. 

Two important features of the new bill are the slid- 
ing scale of support and the new concept of parity. 


LEVEL OF SUPPORT 


No start will be made on flexible supports, based 
on supply, for the basic commodities in 1950. These 
will continue to be supported at the high rate of 90% 
of parity. Supply may be limited, however, by pro- 
duction controls. Basic crops will be supported for 
which marketing quotas or acreage allotments have 
been set by the Secretary of Agriculture, and approved 
by growers. Where marketing quotas have been dis- 
approved by producers, support will be 50% of parity. 
Only those producers who cooperate will qualify for 
full price support. 


Flexible Supports After 1950 


For 1951 and after, support of the “basic” crops 
will vary with supply, as designated in the 1949 act, 
for complying growers. Provisions for the individual 
years are presented in Table 1. Not until 1952, how- 
ever, does the flexible-price-support program become 
fully effective. But it is widely expected that the law 
will be altered before these flexible provisions can be 
brought into play. 

In the case of the “designated nonbasics,” flexible 


supports become effective in 1950. Wool will be sup- 
ported from 60% to 90% of parity—determined by 
the Secretary of Agriculture as the necessary amount 
to achieve an annual production of about 360 million 
pounds of shorn wool. Since production of shorn wool 
is at the lowest point on record, it is considered likely 
that support will be around 90%. 

Potatoes, tung nuts and honey, also “designated 
nonbasics,” starting next year are to be supported at 
from 60% to 90%. Support for these commodities, it 
is expected, will be somewhere around the minimum 
level. The levels of support for whole milk, butterfat 
and their products will be determined within 75%- 
90%, with the purpose of assuring an adequate supply. 


Nondesignated Nonbasics 


The other two categories may, for practical pur- 
poses, be considered as one. These include all nonbasic 
commodities not designated in group two, and are to 
be supported, at the discretion of the Secretary, any- 
where up to 90% of parity or not at all. 

Support levels are set at a minimum of 75% of par- 
ity in the case of storable nonbasic products, and are 
given priority over nonstorables. The Secretary of 
Agriculture, however, is permitted to set support 
below the minimum if, “after examination of the avail- 
ability of funds for mandatory price support programs 
and consideration of the other factors,” a lower level is 
found to be “desirable and proper.” 

These “other factors” which the Secretary will con- 
sider, in addition to the availability of funds, in set- 
ting the level for all undesignated commodities are: 
(1) supply of the commodity in relation to the de- 
mand; (2) price levels at which other commodities are 
being supported; (3) perishability of the commodity; 
(4) importance of the commodity to agriculture and 
the national economy; (5) ability to dispose of stocks; 
(6) need for offsetting losses of export markets; and 
(7) ability and willingness of producers to keep sup- 
plies in line with demand. 


Hog Support May Be Lower 


The feed grains, soybeans, flaxseed, etc., constitute 
the storable commodities. Hogs and eggs, of the non- 
storable group, to take two problem items, are to be 
considered on the above qualifications. 

Under the Agricultural Act of 1948, hogs are sup- 
ported at 90% of parity through March, 1950. The 
new act provides that support becomes discretionary 
after March. Since corn is a “must” for price support, 
and hogs are not, farmers may prefer not to gamble 
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on expanding hog output. The Department of Agri- 
culture accordingly expects only a 5%-10% increase 
in hog production next year, compared to the 20%- 
257% increase which would be expected under present 
corn-hog ratios. However, it is considered unlikely 
that the Administration will allow hog prices to fall 
much below present support levels in an election year. 


DUAL PARITY SYSTEM 

The new parity formula in many ways is similar to 
the 1950 provisions written into the act of 1948 (Aiken 
formula). Its main purpose is to bring the parity 
prices of the various farm products into a more mod- 
ern relationship with one another. The old formula in 
the 1948 act in general used price relationships that 
are almost forty years old. In the intervening years, 
production costs for some commodities have declined 
while those for others have greatly increased. Hence 
the old parity prices are very much out of date. Use 
of them, it has been claimed, has tended further to 
encourage output of some products in which produc- 
tion had already expanded greatly, with correspond- 
ing declines in costs. At the same time, the old parity 
prices did not sufficiently encourage those products 
whose output had lagged, at least relatively, and 
whose costs had risen. 

Specifically, the change in the computation from 
the new to the old formula is made as follows. In the 
old formula, parity is computed by multiplying the 
1909-1914 price of any commodity by an index of 
prices which farmers currently pay (1910-1914—100) . 
This latter index is now about 240. So the parity price 
of wheat, for example, is .884 cents a bushel (1909- 
1914) multiplied by 240 or 212 cents. 

The new parity formula starts with the average 
price of a commodity during the past ten years. Of 


Table 1: Support Measures for 1950 and After 
Source: Agricultural Act of 1949 


Commodity Group Commodity % of Parity Parity Formula* 
ib I Wheat 90% for 1950 |(Highest—new or 
Corn 80-90% for 1951}| old, 1950-1953 
Cotton 75-90% for 1952, 
and after 
Rice 
Peanuts New, 1954 and 
after 
Tobacco 90% Highest — new or 
oO 
New, 1954 and 
2. Designated after 
nonbasic...... Wool (including]}60-90% New 
mohair) 
Tung nuts 60-90% 
Honey 60-90% 


Irish potatoes 60-90% 
Milk and prod-|75-90% 


ucts 
Butterfat 15-90% 
8. Storable (not 
designated)...}  ...... 75-90% New 
4. Other (not 
designated)...]  —...... 0-90% New 


*See text for greater detail. 


course these prices are far above the prices of 1909- 
1914. From this level, the prices are then adjusted to 
the prices of 1909-1914. The method used is to take 
the ten-year average for each commodity and divide 
it by the index of the average prices farmers received 
in these same ten years. Then, just as in the old 
formula, this readjusted figure is multiplied by the 
index of prices which farmers now pay. Thus, in 
general, the parity concept is still tied to the 1909- 
1914 period. But the relative prices of one commod- 
ity versus another are those of a recent ten-year pe- 
riod instead of those from 1909-1914. 

Finally, the new formula is modified in one other 
way. This is what differentiates the so-called Ander- 
son formula of the new law from that used in the 
Aiken Act. The index of prices farmers pay has been 
revised to include the cost of hired farm labor. Inas- 
much as farm wage rates have risen much more than 
other prices since 1909-1914, this will have the effect 
of lifting the level of parity prices. This change could 
have been made under either the new or old formula. 
It meets a long-expressed demand of the farm bloc, 
which hitherto has always failed to have it incorpor- 
ated in legislation. 


Highest Parity Effective 


The Agricultural Act of 1949 allows the highest 
level of these two concepts of parity to operate from 
1950 through 1953 in the case of the basic commodi- 
ties. Thereafter, the Anderson formula goes into 
effect. In the case of all nonbasic commodities— 
everything but the six “basic”—the Anderson formula 
becomes effective in 1950. 

The act provides, however, that parity prices as 
calculated with the new formula may not drop more 
than 5% per year below what they would be as com- 
puted with the old formula. Prices thus scaled down 
will be called “transitional parity prices.” (See Table 
2 on next page.) 

Regardless of these provisions, however, the Secre- 
tary may exceed the designated support levels for any 
agricultural commodity if, after public hearing, it is 
found that higher supports are necessary to “prevent 
or alleviate” a shortage in the supply of a given farm 
crop “essential to the national welfare, or in order to 
increase or maintain the production of any agricul- 
tural commodity in the interest of national security.” 
The Agricultural Act of 1948 contained a similar pro- 
vision. 

The conventional methods of support by loan, pur- 
chase agreement and direct purchase continue unal- 
tered. 


DIFFERENCES IN THE TWO ACTS 


The Agricultural Act of 1948 consisted of two sec- 
tions. The first section, for the most part, continues 
the arrangements for farm price support for 1949 at 
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1909-1914 parity, which had been in effect since 1942. 
The second section, now superseded by the new law, 
was to come into force in 1950. This second section, 
known as the Aiken provision, made two innovations. 
One was in the parity concept; the other in the flexible 
relation of support prices to the supply of farm prod- 
ucts. 

The new law differs from the Aiken Act in two 
ways. (1) While it takes over essentially the same 
parity concept, it introduces farm wages into the 
parity index. Also, for the six basic crops, it offers a 
choice, until 1954, between the new and old parity 
formulas, utilizing whichever is higher. (2) It allows 
less flexibility in support prices, postponing until 1952 
the full introduction of flexible support for several 
products. For 1950 it permits no flexibility at all for 
the basic crops under acreage or marketing controls. 

Thus, as compared with the Aiken Act, the new 
law slows the transition for agriculture from inflex- 
ible wartime supports to more modern and more flex- 
ible postwar price supports. 

Moreover, owing to the modifications in the pro- 
visions for parity and support, the new law provides 
a higher level of support prices than does the Aiken 
Act. 

What will be the effect of this 1949 Agricultural Act 


on prices? How does it compare with the 1950 pro- 
visions of the Agricultural Act of 1948 (Aiken Act) 
which was to become effective if no new legislation 
had been passed? 


EFFECTS OF THE ACTS 


No data to clarify this matter have as yet been offi- 
cially released by the Department of Agriculture, but 
from statistical presentations for Congressional de- 
bate some over-all idea may be gathered. (See Table 
2.) Since the six basic commodities (corn, wheat, rice, 
cotton, peanuts and tobacco) represented 90% of all 
support loans in the fiscal year 1949, the effect on 
these products is the primary consideration. 

Since the traditional method of computing parity 
(1909-1914) yields a higher price for four of the basics 
than the new Anderson plan, these products will be 
computed on the old basis. This option is permitted 
under the new act. As a result, support prices next 
year will be substantially higher for these four prod- 
ucts than they would have been under the Aiken 
formula of the 1948 act. The increases are as follows: 
wheat, 5.4%; corn, 5.2%}; cotton, 5.3%; peanuts, 5%. 
(In order to arrive at some tentative idea of the 
effects of the act, support prices are based on the 
parity index for July 15, 1949.) Rice and tobacco get 


TABLE 2: ESTIMATED MAXIMUM SUPPORT LEVELS FOR 1950 BASED ON PARITY INDEX FOR JULY 15, 19491 
Source: Congressional Record, October 19, 1949 


Commodity 
Basic commodities: 

Wheat <i. AG, ie eto ceo are te Se oer ee Bushel 
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Tobacco: 
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Nonbasic commodities 
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Oats... 25 aecRtaaieace een eee on ae eee 
Batley... aatccas <sttan Mee a iitn'es ican eee eens 
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1Table used by the members of the conference in judging the different parity 
eegere and sappors levels under the House bill, the Senate bill, and the Agricultural 
ct of 
tAdjuted base prices for beef cattle, lambs, milk, and butterfat include wartime 
subsidy payments. Farm wage rates combined with the present parity index. Farm 
wage rates are weighted 7.8 per cent and the present parity index is weighted 92.2 
per cent. 
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tional parity price is higher than the parity price to the new formula. The 
transitional parity prices appear in columns 2 and 4. Pres i in columns $ and 5 are 
parity prices according to the new formulas disregarding the transitional peta 
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higher support prices using the Anderson plan than 
with the traditional methods. Next year these will 
be 5.6% and 5.8% above the 1950 provisions of the 
Aiken Act. 

How does the new act compare with the provisions 
now in effect (1949 provisions of the Agricultural Act 
of 1948) ? 

In comparison with present levels of support, levels 
under the new act are again higher in the case of rice 
and tobacco, where the Anderson formula is in effect. 
For the other four “basics,” support prices will be 
similar to those now in force. 

Parity levels for the nonbasics under the various 
acts can be compared with each other, but supports 
are as yet undetermined. For dairy products and 
wool, parity levels will be higher under the new act 
than those operating at present and those which would 
have been operative under next year’s Aiken provi- 
sions. Potatoes and eggs will be lower than at pres- 
ent but at the same parity levels as those originally 
planned for 1950. 

One of the objectives of the new bill is to raise the 
parity levels of meat. Ninety per cent of the new par- 
ity for hogs would average $17.50 cwt. in 1950 (on the 
basis of the parity index for July, 1949) compared 
with $15.90 under the present law and $16.60 under 
the Aiken provisions. Beef cattle, lamb and chicken 
parity levels are also higher. 


LIMIT SURPLUSES 


What will be the effect on surplus products? For 
some of the crops where the problem of surplus has 
been most troublesome, supports are no longer manda- 
tory. These include flaxseed, linseed oil and eggs. 
More than 16 million bushels of flaxseed, costing $103 
million, were in government hands as of July 31; more 
than 310 million pounds of linseed oil at $85 million; 
dried eggs totaled 67 million pounds, or roughly 200 
million dozen. With other surplus crops, such as wheat 
and cotton, production controls have been extended. 

No provision prohibits farmers who cut back their 
controlled plantings from using the released acreage 
for price-supported crops which are not controlled, 
thereby creating new surpluses. Acreage allotment 
programs may not prove entirely effective in areas 
where little or nothing else can be done with the 
land taken out of production, without much expense 
and trouble. In the case of wheat, for example, it may 
be expected that farmers will farm more intensively 
to produce higher yields per acre. 


DISPOSAL OF SURPLUSES 


Under the new act, the Commodity Credit Corpora- 
tion may not sell any basic agricultural commodity 
for domestic use at less than 5% above the current 
support price (with certain exceptions) plus “reason- 
able carrying charges.” 


In order to prevent the waste of food commodities 
acquired through price-support operations and which 
are in danger of spoilage, the CCC is to make such 
perishable commodities available to any federal 
agency for “use in making payment for commodities 
not produced in the United States.” These stocks may 
also be given, free at the point of storage, to school 
lunch programs and to public and private welfare 
organizations. 

Ross Nawicu 
Division of Business Economics 


Living Costs 
Continue To Rise 


ETAIL prices of consumers’ goods and services 

purchased by moderate-income families rose 

0.3% between August and September, as measured by 
Tuer ConFERENCE Boarp’s index. 

Increases occurred in three components of the index. 
These were food (0.7%), fuel (0.7%), and sundries 
(0.1%). Housing and clothing showed no change. In 
the case of the latter, a rise in women’s clothing prices 
offset a decline in the price of men’s clothing. House- 
furnishings was the only group to record a decrease 
(0.3%). The Board’s survey of rents is conducted 
only in January, April, July and October. No change 
is consequently shown for September. Next month’s 
index will reflect any changes that have occurred in 
the last three-month period. 

The September index was 161.7 (January, 1939= 
100), a level 2.9% lower than September, 1948, the 
all-time peak for the series. The purchasing value of 
the January, 1939, dollar was only 61.8 cents this Sep- 
tember, 0.3% lower than a month ago and 2.8% above 
last year. 


Prices Down in October 


Preliminary estimates indicate a decline of 
1.2% in Tue Conrerence Boarp’s price index 
for October 15. This decline, which reverses the 
trend of the two preceding months, brings the 
index down to 159.7 (January, 1939=100). 


Food prices were the major factor in the drop, 
declining 3.1%. Housing, which is surveyed this 
month, rose 0.8%. 

The only other increase was in fuel, which rose 
0.6%. The remaining three components—cloth- 
ing, housefurnishings, and sundries—showed no 
change. 
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Of the sixty-one cities (Bellefonte is no longer in- 
cluded in the series) for which individual measures of 
change are compiled, forty-nine showed August-to- 
September increases, three showed no change, and 
nine registered declines. The increases ranged from 
a high of 0.9% in Lansing to a low of 0.1% in Wausau. 
The median rise and decline was 0.4% and 0.1%, re- 
spectively. 

The rise in food prices brought the food price index 
to 209.6. The most significant increases occurred in 
meats and dairy products, coffee and some of the fresh 
vegetables. They were offset in part by lowered prices 
for canned fruit, potatoes and chicken. Skyrocketing 
coffee quotations on the commodity markets have 


affected retail prices, and there are signs that the 
five-cent cup of coffee may pass into history. 

Women’s apparel prices remained generally stable. 
Much of the rise that did occur was owing to the re- 
appearance of seasonal items on merchants’ display 
counters. Slight rises were also reported for rayon 
slips and hose. Nylon hose prices dipped slightly. 
Men’s clothing prices were pretty much firm, with 
some decreases in heavy wool suits, cotton broadcloth 
shirts and cotton hose. The rise in the fuel group 
resulted mainly from higher prices for anthracite and 
bituminous coal. 

Suieuey Fass 
Statistical Division 


Some Changes in Buying Habits 


ONTINUED strong demand for durable goods 
during the next year is indicated by a midyear 
survey of consumer plans.t Despite increased unem- 
ployment and lowered income during the first half of 
1949, intentions to purchase automobiles and other 
durable goods exhibited no significant change. 

In July, 1949, the indications were that between five 
million and six million families? would be buying new 
or used automobiles before July, 1950, and that about 
two million more families would probably be buying 
before then. A considerable majority of these in- 
tended purchases were scheduled for the first half of 
1950. The desire for new models and the rather preva- 
lent hope of price declines® are factors that enter the 
picture—but it is hard to determine to what extent. 


WHAT THEY WILL BUY 


However, these purchase plans do not mean that 
there will probably be five to eight million more auto- 
mobiles on the road in the next year. About two mil- 
lion new automobiles will be needed to replace those 
normally scrapped, while used car purchases (5.6 mil- 
lion in 1948) only transfer the cars from one owner 
to another. A desire, and in many cases practically 
a need, to turn many of the overage passenger cars in 
for new ones is helping to keep current demand strong. 


“Financial Position and Buying Plans of Consumers, July, 1949,” 
Federal Reserve Bulletin, October, 1949, p. 1198. 


*A family is here defined as all persons living in the same dwelling 
and related by blood, marriage, or adoption who pool their in- 
comes for their major items of expense. 


‘There is some question as to the importance of price declines on 
purchase plans. The Federal Reserve concluded on the basis of the 
recent survey that “much of the anticipated demand for automobiles 
as well as other durable goods is quite independent of price develop- 
ments in the sense that people need such goods and planned to buy 
them even if the expected, relatively small, price declines did not 
materialize.” “Financial Position . . .” op. cit., p. 1204. 


Continuance of high levels of income is also a powerful 
factor. 

The number of refrigerators in use still appears to 
be somewhat below normal and many of these are 
overage. Although the number of washing machines 
may be considered normal, several million of them 
should be replaced. These needs are no doubt reflected 
in the survey findings that about 8 million consumers 
are intending to make substantial purchases of dur- 
able goods before mid-1950. 

Many of these families are intending to buy tele- 
vision sets. The number already installed has been 
increasing sharply: from 612,000 sets in October, 1948, 
to 1,662,000 in May, 1949, to 2,565,000 in October, 
1949, 

Consumption expenditures of $178.5 billion (season- 
ally adjusted annual rate) in the third quarter of this 
year were $2.4 billion below the postwar high of 
$180.9 billion reached in the fourth quarter of 1948. 
This decline has occurred only in expenditures for 
nondurable goods. 


MAINSTAYS OF THE MARKET 


The outstanding prop to consumption expenditures 
in 1949 has been the extraordinary strength exhibited 
by automobile sales. Seasonally adjusted sales rose 
from $1.4 billion in January to $1.9 billion in August, 
a rise of 36%. There has been a significant decline in 
the average price paid for automobiles since 1948, 
owing to both price declines and purchases of lower- 
priced models. Sales of home furnishings stores, which 
had declined moderately since January, rose to De- 
cember, 1948, levels in September. 

Among nondurable goods, apparel sales slumped 
sharply. In August, apparel stores had their worst 
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month (on a seasonally adjusted basis) since Janu- 
ary, 1946. Sales of women’s wear were around $100 
million—25.4% under the postwar peak of $417 mil- 
lion reached in October, 1948. Men’s clothing and 
other apparel declined more than 20% from their 
respective postwar highs. Some of this general decline 
is a matter of lower prices—but physical volume was 
apparently also lower. 


Patterns of Consumption Expenditures 


Sources: Department of Commerce; Tor ConrEerENcE Boarp 
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Some of the summer slump in apparel sales may 
have been owing to a drying up of seasonal buying.1 
A factor in this could have been the abnormally warm 
weather that prevailed in much of the country. In 
September, sales of apparel goods began to come back. 
They were up $28 million above the August low. 
Department store sales (largely soft goods) dipped 


"Unadjusted apparel sales data indicate progressively sharper 
summer contractions during the postwar years despite sustained 
income. 
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somewhat in October, but rose again in late October 
and early November. Expenditures on food have been 
gradually declining during 1949 and there has been a 
drop in prices paid. Physical volume of consumption 
appears to have changed little in total or in composi- 
tion. 

Expenditures for services have grown each quarter 
since before the war. The continuance of this rise in 
1949 has rested mostly on higher housing costs—in- 
cluding higher rents. 


WHAT ABOUT PURCHASING POWER? 


In September, personal income was $6 billion under 
the postwar high (December, 1948) of $217 billion. 
Practically all this decline was owing to a drop in agri- 
cultural income. Beginning in January, 1950, National 
Service Life Insurance dividends aggregating $2.8 bil- 
lion will be distributed to 16 million veterans of World 
War Il? 

At the end of 1948, consumers held in excess of 
$150 billion in cash and government securities. This 
was nearly three and one-half times the amount held 
in December, 1939. But the physical amount of goods 
purchasable by these liquid assets only doubled, since 
consumers’ prices rose more than 70% during this 
period. 

Liquid assets are widely held. The Federal Reserve 
estimates that early this year these assets (excluding 
currency) were held by approximately 36 million 
families (71 %), while 16 million families held at least 
$1,000 each in such assets. 


Credit 


Consumer debt, at its postwar high in September, 
was apparently still considerably below any reasonable 
prewar relationship with income. This would seem 
to indicate that credit still remains a potential source 
of purchasing power. 

However, it cannot increase indefinitely. Consumer 
credit as a percentage of disposable income rose from 
7.77% in the third quarter of last year to 8.7% in the 
third quarter of this year. 

A danger signal is the fact that repayments seem 
to be lagging. Six out of ten bankers surveyed by the 
American Bankers Association reported that repay- 
ments on personal loans slowed up during the first 
half of 1949. The ratio of collections to instalment 
accounts receivable is somewhat lower this year than 
last. Collections on charge accounts seem to be hold- 
ing up. 

ABNORMAL BUYING HABITS? 


If the relationship of consumption expenditures to 
disposable income during the years 1929-1941 is pro- 
1A discussion of the possible effects of these dividend payments 


on the economy in general, and on consumer demand in particular, 
will appear in The Business Record for January. 
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jected through mid-1949 it appears that expenditures 
in the postwar years have been greater than might 
be expected. (See the chart.) It has been common 
practice in recent years to interpret this fact to mean 
that expenditures can be expected to decline to “nor- 
mal.” But while consumption expenditures may still 
be somewhat high relative to prewar they are not 
nearly so far out of line as a simple projection indi- 
cates. Actually, the lines of regression for nondurable 
goods and especially for services should be somewhat 
higher than they appear on the chart, while the lines 
for durable goods should be lower. Services are prob- 
ably below their true norm. 


WE EAT MORE NOW 


A trebling of food expenditures (one half of total 
nondurable goods) since prewar is evidently the key 
contributor to the abnormally high expenditures on 
nondurable goods in the postwar period. (See 
table.) In the decade preceding the war, food ex- 
penditures comprised a fairly stable percentage of 
disposable income (averaging 23%). By 1947, this 
percentage had risen to 28.5, and then declined to 27.7 
in 1948. 

The bulge in food expenditures between prewar and 
postwar was owing in large part to price increases and 
to a smaller extent to increased physical volume. 
Eating out more often has also tended to pad the food 
bill, but to a lesser extent in the last couple of years 
than in 1946 and 1947. Although rising prices appear 
to be the main factor in expanding food expenditures, 
it also seems that people are eating more than they 
did before the war.” 


MORE MONEY FOR CLOTHES 


During the war, women had more money to spend 
on clothes owing to increased employment of women 
and scarcity of many other consumers’ goods. As these 
wartime habits have evidently carried over into the 
postwar years, drastic style changes and increased 
production of apparel have kept expenditures high. 

With the return of millions of veterans to civilian 
life in 1946, expenditures on men’s clothing bulged, but 
in 1947 and 1948 purchases increased at a less rapid 
rate than income. 

Since 1946, the apparel sales picture has featured a 

Data collected by the National Bureau of Economic Research 
reveal an upward growth in the percentage of total income spent 
on consumption. If both this long-run trend and the short-run 
tendency of the percentage of income spent on consumption to fall 
with rising income have continued into the postwar period, the line 
of relationship depicted on the chart for total consumption expendi- 
tures must have risen somewhat. Similar considerations indicate a 
rise in the line for services and a fall in the line for durable goods. 
While the line for nondurables has apparently exhibited no marked 
change since prewar in physical volume, a line which also gauges the 


effect of relative price changes would be higher than that shown on 
the chart. 


*See Morris Cohen, “Food Consumption, Expenditures and Prices,” 
Survey of Current Business, Jan., 1948. 


drift toward the purchase of lower-price lines, a pos- 
sible rise in the number of units of clothing purchased, 
and some improvements in quality. Clothing expendi- 
tures, which comprise about a fifth of total soft goods, 
contributed to the bulge in expenditures in the early 
postwar years. These have tapered off relative to total 
expenditures since 1946. 


SOME POSSIBLE REASONS 


The significantly higher birth rate in the postwar 
years has been another factor making for larger pur- 
chases of soft goods. It has had the effect of increas- 
ing the number of consumers relative to the number 
of income earners and thereby inducing more spending 
per dollar of income. A factor that might account for 
higher nondurable goods expenditures in the early 
postwar years was a shift in income distribution 
toward greater equality. 


Index Numbers of Nondurable Goods 
Expenditures 
Source: Department of Commerce 


Total Clothing 
NOS Oe ee witsaneel scsusisteaete 100 100 
O46 PU Mies cake es 246 266 
VDA vic hostoce ceva vs Sete 273 272 
TOGS. :, Ae cin lara ee eta 290 285 


The apparent below “normal” level of postwar serv- 
ices expenditures is evidently owing principally to 
rental expenditures. Postwar expenditures on domes- 
tic service, brokerage fees and charges, and interest on 
personal debt are also apparently below “normal.” 


ALAN GREENSPAN 
Division of Business Economics 


Economic Notes 


ss. . An Awful Lot of Coffee from Brazil’’ 


“., the recent drought conditions in Brazil will not 
directly affect availability for the rest of the 1949-50 crop 
year. Estimated availability of green coffee for export, in- 
cluding old stocks and current production as of July 1, 1949, 
for the full 1949-50 crop year ending June 30, 1950, was 
20,100,000 bags. This quantity, deducting estimated Brazilian 
port stocks at the end of June, 1950, of 3 million bags, is well 
in excess of the quantity imported into the United States 
from Brazil in the preceding year. Recent reports from 
Brazil indicate that the drought has ended and that the next 
harvest may be as large as the current crop. Undoubtedly 
much of the recent activity on the coffee markets was due to 
the possibly erroneous expectation of a crop considerably 
below the current one.”—Source: Albert M. Prosterman and 
Alice M. Taylor, “World Coffee Situation Today: What Are the 
Decisive Factors ?”’ Foreign Commerce Weekly, November 21, 
1949, p. 3. 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1949,” pages 36, 37) 


#Value as traffic indicator subject to variations in length of haul and amount | 
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Percentage Change 
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Item Unit August, September, | 9 Months, 
1949 to 1948 to 1948 to 
September, | September, | 9 Months, 
; 1949 1949 1949 

i} 

| Industrial Production 

! etal CRRB) (9) .sceabincissiciciss 1935-39=100 |] p 172 170 162 169 192 2 -10.4 -1.5 
Manufacturing (FRB) (S)........ 1935-39=100 |p —182 177 168 175 199 8 -8.5 ~7.2 
Durable goods (FRB) (S)....... 1935-89=100 |p  197|r . 192 185 194 295 6 -12.4 1.7 
| ees odin beer tursroe ata oe a 000 net tons 6,592 6,715 5,779 6,498 7,425 8 -11.2 -0.1 
NE VOM seialevne siete yeti hviale aces 000 net tons 4,351 4,477 4,173 4,819 5,208 8 -16.5 +3.1 
1 Copper (refined).............- net tons 79,949 85,577 85,638 92,118 102,976 6 22.4 -16.2 
! ee (refined) Siete jatwehs net tons 36,103 39,362 39,282 46,429 37,105 4 2.7 +3.3 
ancl alab).crene oo ahs cee net tons 70,392 73,819 14,569 73,989 64,721 6 +8.8 +6.0 
| Glass containers.............. 000 gross | 7,550 8,662 8,108 8,036 8,737 12.8 -13.6 -9.9 
! umber. tes al ee ae million bd. ft. 2,874 2,938 2,432 2,778 3,234 22 -11.1 -15.2 
Machine tools. ...........-.. 1945-47=100 |} p 67.6 |r 67.3 60.7 79.0 84.7 +0.4 —20 .2 -11.8 
| Machinery (FRB)............ 1935-39=100 || p 223 fr 215 216 |r 225 273 +3.7 -18.3 -14.3 
| Transportation equip. (FRB). .|| 1935-39=100 || p 248 r 244 248 ir 241 231 +1.6 +7.4 +3.5 
| Automobiles, factory sales... .|} units i 534,493 557,370 483,261 493,882 301,170 —4.1 +77.5 +42.1 
! Nondurable goods (FRB) (S)...|| 1935-39 =100 Pp 170 | r 165 155 160 178 +3.0 4.5 -6.5 
ROOULOL iteeaves oct es cess ses bales 709,958 664,133 455,106 600,495 738,794 +6.9 -3.9 -19.8 
; Lae sie. rete e eee eee m — pounds} n.a 46.9 |r 31 re! 86:0 62.3 +48 .4 —24.7c 32 .9d 
| VOMIVATIN p00) Ss aroisleie sie ane million pounds 74.8 69.2 58. 56.8 69.9 +8.1 +7.0 -11.1 
Food prod., mfd. (FRB) (S)...|| 1935-89=100 |p  165|r 164 |r 162]r 165 163 +0.6 +1.2 +2.2 
\ Chemicals (FRB) (S)......... 1935-39 =100 || p 230 |r 228 226 231 257 +0.9 -10.5 -6.1 
! Newsprint, North American. ..|} short tons H 484,098 522,583 491,378 513,359 480,220 —7.4 +0.8 +5.0 
; RADE da. csibie Se tslsinsiip pian xe % of capacity ip 90.3 88.0 |7 . 72.8 78.6 91.8 +2.6 -1.6 -11.2 
; IRADerDORIGs:. ae. sls snes ere co % of capacity 87 86 64 75 91 +1.2 4.4 -16.3 
\ Boots and shoes.............. thous. of pairs n.a 44,995 |r 32,987 38,509 41,357: +36 .4 +8.8¢ -0.9d 
1 Cigarettes (small)?............ millions 31,731 | r 35,347 25,806 32,849 29,983 -10.2 +5.8 +1.8 
: Mining (FRB) (S)............... 1935-89=100]p li9|r 129 123 134 156 -7.8 -23.7 -11.2 
t Bituminous coal.............. 000 net tons 19,380 |r 37,153 26,748 35,170 52,158 47.8 62.8 —23.2 
‘ Anthracite! %. ssw. sheds 000 net tons 2,112 3,707 3,921 3,403 5,007 —43 .0 -57.8 —29.4 
Crude petroleum®............. 000 barrels n.a. 4,780 4,704 4,903 5,577a) +1.6 -14.3¢ —~7 .6d 
1 Electric power. .............2.000: million kwh 5,487 5,528 5,342 5,332 5,386 -0.7 +1.9 +4.6 
: calaipeagei Bare ere pablus Rouen Rich 000 cee 1,093,724 rei yt 945,676 762,192 +20.8 +43.5 +0.9 

eavy engineering—Public’....... || 000 dollars 81,366 ‘ ; 91,878 | 72,157 -19.6| +12.8| +420.7 

Heavy engineering—Private®....... 000 dollars 80,696 86,091 55,376 87,348 60,926 -6.3 +32.4 +16.8 
| Distribution and Trade 
Carloadings, total*............... thousand cars } 677.4 727.8 689.9 728.3 880.8 6.9 -23.1 -13.4 
} Carloadings, miscellaneous**........ thousand cars } 344.2 340.2 311.5 329.4 400.2 +1.2 -14.0 -10.7 
: Retail trade (NICB) (S)........... 1935-39 =100 | n.d. 315.5 312.8 |r 315.2 329.8 +0.95 ~4.3¢ -1.5d 
Department store sales (S)......... 1935-39 =100 || p 289 |r 283 279 285 309 +2.1 6.5 -5.5 
; Variety store sales (S)............. 1935-39 =100 || p 226 |r 218 Q15 r 218 229 +3.7 -1.3 +1.2 
1 Rural retail trade (S).............. 1929-31 =100 n.a. 326.9 338.2 }r 338.6 384.2 -8.3b -14.9¢ -7.7d 
: Grocery chain store sales (S)’....... 1935-39 =100 || p 364 361 358 358 360 +0.8 +1.2 +1.0 
1 Magazine advertising linage........ thous. of lines | 3,921 3,494 2,854 2,814 4,426 +12.2 -11.4 -8.1 
\ F £ 
, Commodity Prices 
) All commodities (BLS)............ 1926 =100 p 153.7) r 152.9 |r 153.5 154.5 168.9 +0.5 -9.0 -5.7 
Raw materials........ ete eeeeee 1926 =100 p 162.3] p 161.3 163.2 164.5 181.0 +0.6 -10.3 -8.1 
\ Semi-manufactured articles....... 1926 =100 p 148.0| p 147.9 146.0 146.5 160.4 +0.1 So ff -3.3 
' Manufactured products.......... 1926 =100 p 150.2) r 149.4 149.7 150.7 164.0 +0.5 8.4 —-4.7 
; Warnl products... 5.05... 0220. . 1926 =100 i p 163.1 | p 162.3 166.2 168.8 189.9 +0.5 —14.1 -11.9 
1 ROGIS Soi 5 pies tee e eee ae ees 1926 =100 p 162.0|] p 160.6 161.3 162.4 186.9 +0.9 -13.3 -10.0 
I Sensitive industrial (NICB)‘........ 1929=100 | 139.3 132.0 126.5 127.1 156.7 +5.5 -l1.1 -12.7 
Sensitive farm (NICB)‘............ 1929=100 171.6 170.7 173.1 170.8 210.7 +0.5 -18.6 —21.0 
I PEPUAIUIDEICED, cheese veh ssccec ce ec 1935-39 =100 187.2 186.6 186.8 188.3 196.2 +0.3 —4.6 —2.0 
I 
1 Securities 
I Total stock prices (Standard & Poor’s)|| 1935-39 =100 | 123.8 121.8 117.8 112.6 125.7 +1.6 -1.5 -5.1 
: inion rants «eG efoieadeere se ee eee em } 130.3 128.0 123.8 117.0 131.7 +1.8 Sen —5.2 
i WCOROS. enc coanrs chic caw he 935-39 =100 95.1 94.2 90.6 88.4 120.4 +1.0 -21.0 -17.1 
' MURS IOME oth ds. Weekes sash et dctes 1935-39 = 100 100.0 98.5 95.4 93.0 97.3 +1.5 +2.8 -1.0 
. Total no. shares traded N.Y.Stock Ex.|| thousands | 29,617 28,678 25,739 24,306 21,736 +3.3 +36.3 -20.9 
! Corporate bond yields (Moody’s)...|} per cent 2.90 2.92 2.98 3.00 3.0: 0.7 6.1 2.9 
i 

| Financial Indicators | 

! Bank debits, outside New York City?!) million dollars 53,075 | r 52,466 |r 51,886 55,386 55,980 +1.2 -5.2 -1.9 
‘ New capital corporate issues....... 000 dollars 1 126,920 116,501 429,688 | 1,211,488 458,745 +8.9 —72.3 -8.8 
I Refunding tastes, .....:. 0:0: 01 osis's02.0% 000 dollars 38,097 8,119 17,864 30,519 25,757 +369 .2 +47.9 87.1 
| Comm., industrial and agric. loans‘. |} million dollars 13,213 | r 12,915 12,929 13,349 15,088 +2.3 -12.4 3.5 
7 Total personal income (S)*®......... billion dollars | 210.8 |r 211.4 209.7 211.9 216.3 0.3 2.5 +0.9 
1 Money in circulation, end of month." million dollars * 27,412 |r 27,393 27,394 27,493 28,118 +0.1 2.5 -1.7 
: SAdjusted for season variation 1Shipments *Consumption; cigarette consumption measured by tax-paid withdrawal tAverage daily ‘Average weekly 5F. W. Dodge 
| ‘Engineering News- I—average weekly 7Grocery and combination chain store sales $140 centers *Annual rate aAugust, 1948  bPercentage change, July, 1949, to 
1 August, 1949 cPercentage change, August, 1948, to August, 1949 dPercent caine 5 apetie, 1948, to 8 months, 1949 eEstimated n.a.Not available pPreliminary 
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Investment Companies—A Neglected Source 


of Equity Capital? 


HE LACK of adequate equity financing has been 

often emphasized as constituting one of the weak 
spots in the current financing of capital equipment 
in industry. During the years 1946-1948, corporations 
obtained the bulk of their capital funds from retained 
earnings. But when outside funds were needed, debt 
issues predominated over stocks. Approximately $3.6 
billion of new stock was issued in contrast to more 
than $23 billion worth of bonds and other types of 
corporate debt in this period. 

Many reasons have been advanced as to why busi- 
ness prefers or feels forced to use debt financing. 
Among the reasons advanced are the deductibility of 
interest payments from taxable income of a business; 
low rates of interest which have made debt issue a 
cheaper method of financing; the high rates of individ- 
ual income tax in the upper brackets, which has dis- 
couraged risk taking; and the shift in the concentra- 
tion of the bulk of income and savings to the middle- 
income and lower-income brackets. 

This shift in income and saving has resulted in a 
sharp decline in the demand for equity investments. 
In the first place, the desire of savers in all income 
classes is to invest in something that does not fluctu- 
ate. Said the Federal Reserve Bulletin in 1948: 


“In the group having incomes of $7,500 or more, a 
definite preference for assets of fixed value was expressed 
by at least two thirds of the spending units. About one 
fourth of this group expressed a preference for having 
all or at least part of their holdings in assets of changing 
value. About one tenth of the spending units with in- 
comes of $2,000 to $5,000 indicated that they preferred 
assets of changing value or a combination of assets of 
fixed and changing value... . 

“Least attractive of four types of assets [bank deposits, 
savings bonds, real estate, common stock] was common 
stock. Its high returns were considered only a minor 
advantage as compared to the disadvantages occasioned 
by lack of familiarity and lack of safety.” 


The more recent 1949 Survey of Consumer Fi- 
nances, Part VI, “Ownership of Automobiles, Stocks 
and Bonds and Other Nonliquid Assets,” simply con- 
firmed the findings of the earlier one. 

As a result, savings have flowed into government 
savings bonds, life insurance policies, ete—types of 
savings which either do not fluctuate or fluctuate very 
little in value. Out of approximately $27 billion per- 


11948 Survey of Consumer Finances, Part III, “Consumer Owner- 
ship and Use of Liquid and Nonliquid Assets,” reprinted from 
Federal Reserve Bulletin, July, 1948, p. 35. 


sonally saved in the years 1946-1948, about $22 bil- 
lion went into institutional saving, that is, into life 
insurance, savings accounts in mutual savings banks, 
savings and loan associations, and time accounts of 
commercial banks.1 

While this form of saving satisfies the desire for 
fixed-sum saving, the $22 billion, or the bulk of it, does 
not become available for investment in equities be- 
cause of the laws regulating insurance companies, 
banks, and savings and loan associations. These insti- 
tutions are not permitted to invest in equities with 
only minor exceptions. As a result, corporations seek- 
ing outside capital have had to shape their financial 
policies to meet the requirements of the chief sup- 
pliers of capital, a requirement which involved issuing 
bonds instead of equities. 

If it is desirable for corporations to secure more 
of their outside capital by issuing stock instead of 
bonds, as many have stressed, how can these obstacles 
be overcome? A device which could possibly be de- 
veloped to meet the problem is the old one of the 
investment trust—or, as it is now called, management 
investment companies. Cognizance of the possible 
role of these companies was taken by the President’s 
Council of Economic advisers: 


“Economic policy should recognize that the bulk of 
saving will come from people in the middle-income 
brackets, who are rightly more concerned with the safety 
of their investment than with gains that involve high 
risks. This calls for financial institutions that transform 
these savings into venture capital. Study should be made 
of the experience of nationwide or local investment com- 
panies which can extend venture capital with diversifica- 
tion of risks. The possibilities of developing other types 
of organization which could effectively channel private 
savings into venturesome fields of investment and the ex- 
tent to which the government can promote them require 
thorough exploration.’”” 


SOME VARIETIES 


Investment companies are organized for the pur- 
pose of investing in the securities of business concerns. 
The investment companies derive their capital funds 
from the sale of their own securities. Many kinds of 
investment companies are now in existence, but of 


The figure of $27 billion for personal saving is from the Department 
of Commerce. Part of the difference between that amount and the 
amount of “institutional saving” is owing to a “‘statistical dis- 
crepancy” and not necessarily to the policy of individual savers. 

*“The Economie Report of the President,” Government Printing 
Office, Washington, D. C., January, 1949, p. 65. 
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the various types only two are of importance today— 
the open-end and closed-end companies. 

e The former get their name from the fact that they 
are constantly in the market for new funds and the 
securities they issue are redeemable. The holders can, 
at any time, withdraw by presenting their shares to 
the company for repayment. The value of the shares 
is based upon the market value of the underlying 
securities. 

e Closed-end companies do not issue redeemable 
securities, but maintain their capitalization fixed or 
nearly so. They do not as a rule redeem their securi- 
ties; the investor can dispose of his holdings by selling 
them in the open market, if he wishes. 

e Unit investment trusts are still another type, but 
they are of practically no importance today. The 
holder of a share in a unit investment trust has an 
undivided interest in specified securities which are 
held by a trustee or custodian. 

e Another type is the face-amount certificate com- 
pany which has two distinguishing characteristics. 
First, its certificates are not equity securities, but are 
evidence of indebtedness and provide for the payment 
of a fixed amount at maturity. Secondly, these cer- 
tificates are sold on a periodical payment basis. In 
order to provide assurance to the certificate holders 
that they will receive the amount promised them 
at maturity, the Investment Company Act of 1940 
requires the setting up of reserves and the deposit 
by the companies of qualified investments equal to 
their reserves. 


THEIR PRESENT STRENGTH 


The investment company has enjoyed a revival of 
interest in recent years. It has by no means regained 
the place that it occupied in the late Twenties. But 
it has recovered astonishingly from the disrepute into 
which it fell in the early Thirties. 

The total assets of investment companies are shown 
in Table 1. The depression low point was reached in 
1932 when the assets of all investment companies 
declined to $2,491 million from a peak of $6,325 mil- 
lion in 1929. From 1932 to 1936, the assets of these 
companies rose nearly 75% and then dropped sharply 
thereafter to 1941. The drop in total assets between 
1936 and 1941 may be partly spurious, since the data 


Table 1: Total Assets of All Investment 


Companies 
Source: Securities and Exchange Commission 


Year End % Millions Year End % Millions 
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SS Les ee 3,631 
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for 1936 presumably represent the assets for all in- 
vestment companies while the data for 1941 represent 
the assets of those companies registered with the Se- 
curities and Exchange Commission under the Invest- 
ment Company Act of 1940. A large part of the 
change in asset values of investment companies is a 
reflection of the change in security prices and not 
any indication of increased or decreased participation 
on the part of investors. 

The growth of interest in the open-end company is 
revealed in the figures of the National Association of 
Investment Companies. Table 2 shows figures on the 
number of shareholders. The average holding at the 
end of 1948 was slightly over $2,000, indicating that, 
for the most part, the typical investment in open-end 
shares is small. The average holding in closed-end 
companies is also small, slightly less than $2,200. 
But the growth possibilities of investment companies 
are not limited by the willingness or unwillingness of 
individual investors to buy shares. Trustees, other 
fiduciaries and those responsible for the administra- 
tion of institutional funds have made increasing use 
of open-end companies.t 

An indication of the fact that new investors are 
being brought into the market by open-end compa- 
nies is a comparison of the geographic distribution of 
the shareholders of these companies with investors 
who usually transact business on the New York Stock 
Exchange. A report of the National Association of 
Investment Companies shows that “in the last three 
years, 31% of the sales of trust shares come from the 
North Atlantic seaboard and 69% from other areas. 

. . By coincidence the relationship of origin of 
business on the Exchange is almost exactly the re- 
verse, or 69% from the North Atlantic seaboard and 
31% from all other areas.” 


SOME ADVANTAGES 


The increased popularity of the investment com- 
pany, and especially of the open-end investment, 
makes timely an assessment of investment companies 
as a device for investment by small investors. What 
special advantages do investment companies have for 
investors? Can this type of organization develop into 
an important vehicle for amassing funds from many 
sources for investment into the equities of business? 

e @ The first advantage is diversification of invest- 
ment among industries and individual companies. 
which would not be possible by the small investor if 
he invested by himself. The investor is able to spread 
the risk and perhaps is better able to make his return 
a steady one. 

ee Tied in with this advantage is the likelihood 
that the shareholder in an investment company bene- 


See William D. Carter, “Mutual Investment Funds,” Harvard 
Business Review, November, 1949, pp. 729 ff., for an account of the 
growth of this interest. 


460 THE CONFERENCE BOARD 


Nov.-Dec., 1949 


fits from the expert direction and management of the 
company. Specialists instead of amateurs are in 
charge of investing the funds of the firm. 

e e Investment companies have an advantage over 
insurance companies and savings banks in that they 
are not compelled to invest in overpriced “legals.” 
They are able to follow a flexible investment policy. 

e e The investment company provides a convenient 
medium for the small investor. Most of the detail 
accompanying the cashing of numerous dividend 
checks or the clipping of bond coupons (if many se- 
curities are held), the return of proxies, the exercise 
or exchange or sale of rights, and other matters are 
eliminated by the holding of shares in investment 
companies. A single dividend check replaces the 
many; proxies and rights are taken care of; at the 
end of each year, the investor receives a statement of 
the taxable status of the money he has received. 

ee The marketability of the shares is readily as- 
sured. In the case of closed-end companies, a market 
is usually maintained either on a securities exchange 
or on the over-the-counter market. Open-end com- 
panies are required to redeem their shares at their 
net asset value. 

e e Another factor which may be looked upon as an 
advantage is the amount of regulation under which 
the industry operates. Investment companies are 
subject to the Securities Act of 1933, the Investment 
Company Act of 1940, and various state laws. Closed- 
end companies are also subject to the Securities and 
Exchange Act of 1934. Regulation does not provide 
any guarantee of quality, but it does make the in- 
vestor feel reasonably certain that he is being pro- 
tected from the more obvious frauds and abuses. 


HOW REAL THE ADVANTAGES? 


Such advantages have long been recognized and 
emphasized by promoters of investment companies. 
They account, in part, for the popularity of this type 
of company during the late 1920’s. It has also been 
demonstrated that these advantages historically have 
not always been fully realized in fact. Or rather that 
in the past some investment trusts were not directed 
by competent, honest individuals. The instances of 
misuse of the investment trust in earlier years have 
been examined at length by the Securities and Ex- 
change Commission.! Out of this detailed investigation 
sprang the Investment Company Act of 1940. 

But the early history of investment trusts in the 
United States should not lead to the belief that this 
type of company is not capable of increasing use- 
fulness. The British investment trusts were looked 
upon as models in the 1920’s. A neglected point is 
that the British companies had an early unsuccessful 


1Report of the Securities and Exchange Commission, Investment 
Trusts and Investment Companies, Part III, “Abuses and Deficiencies 
in the Organization and Operation of Investment Trusts and Invest- 
ment Companies,” Washington, D. C., 1940. 


Table 2: Number of Shareholders of Eighty-seven 
Open-End Investment Companies 
Source: National Association of Investment Companies 
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Table 3: Total Assets of Open-End and Closed-End 
Investment Companies, 1945-1949 
Source: Securities and Exchange Commission 
Millions of Dollars 


19S cin, reorders 1,264 2,102 3,366 38% 
O46 Soa ee ret cee 1,297 1,933 3,229 40 
TOA: 55 3 wade el sein ae 1,412 1,798 3,210 44 
1048 ota se cle ektgiosl cuvieter 1,515 1,642 3,157 48 


1949 end of second quarter.| 1,578 1,664 3,242 49 
Note: Data shown are for a changing number of companies from year to year. 


history. Says the Securities and Exchange Commis- 
sion: 
“The first period of the investment trust movement 
[in Great Britain]—the late Eighties—was, on the whole, 
unsuccessful in showing the wisdom of creating invest- 
ment institutions with the purpose of earning a relatively 
high return on capital while spreading risks through geo- 
graphical and individual diversification on a wide range of 
securities. Nearly all the mistakes which could have been 
made were, in fact, exemplified during that period.” 


HOW THEY ARE TAXED 


The Revenue Act of 1936 removed the burden of 
taxation from mutuals provided they met certain 
requirements. The 1942 Revenue act did the same 
for closed-end companies. Prior to the passage of these 
acts the investment company stockholder, therefore, 
paid taxes indirectly on the earnings of his company. 
Furthermore, he had to treat dividends received as 
part of his taxable income. As a result, there was an 
element of triple taxation. Special taxation is at pres- 
ent accorded to regulated investment companies, as 
such, which are defined as being any domestic corpora- 
tion (whether chartered or created as an investment 
trust) which is registered at all times during the tax- 
able year under the Investment Company Act of 1940 
either as a management company or as a unit invest- 
ment trust. 

In addition, the company must derive at least 90% 
of its gross income from dividends, interest and gains 
from the sale of securities. Not more than 30% of its 
gross income can come from the sale of securities held 
for less than three months. 


'Investment Trusts and Investment Companies, “Investment Trusts 
in Great Britain,” United States Government Printing Office, 
Washington, D. C., 1939, p. 6. 
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The assets of the firm must consist predominantly 
(50%) of cash or cash items and securities. The fol- 
lowing are permitted to be included in the calculation: 
government securities, securities of other regulated 
investment companies, and other securities. The hold- 
ings of “other securities” for the purpose of this cal- 
culation are limited in that not more than 5% of the 
assets of the investment company may consist of the 
securities of any one company and not more than 
10% of the outstanding voting stock of any one com- 
pany. Furthermore, not more than 25% of its assets 
may be invested in the securities of any one issuer or 
of two or more issuers which the taxpayer controls and 
which are deemed to be engaged in the same or simi- 
lar lines of business. 


INCOME-TAX REPORTING 


So-called capital gain dividends distributed by an 
investment company are to be treated by the share- 
holders who receive them as gains from the sale or 
exchange of capital assets held for more than six 
months. 

In order for a distribution to be designated as a 
“capital gain dividend,” a written notice must be 
mailed to shareholders at any time before thirty days 
after the close of the taxable year. But a limitation 


Table 4: Portfolio Changes of Management 


Investment Companies, 1946-1949 
Source: Securities and Exchange Commission 
Millions of Dollars 


Period 
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Note: Data shown are for a changing number of companies from year to year, 
1Excluding government obligations. 


BUSINESS RECORD 


461 


is placed upon the amount that can be declared: the 
excess of the net long-term capital gain over the net 
short-term capital loss. 


The Company Itself 


The tax rate on a regulated investment company is 
38% of its net income. Net income is calculated pretty 
much the same way as for industrial corporations 
with certain modifications. These modifications con- 
sist of the exclusion of the excess of any net long- 
term capital gain over the net short-term capital loss, 
the operating loss deduction and the basic surtax 
credit. This credit is computed by adding dividends 
paid during the year and consent dividends. 


The investment company is also subject to a 25% 
capital gain tax. This tax is applied against the 
excess of the net long-term capital gain over the sum 
of the net short-term capital loss and capital gain 
dividends. Thus, to the extent that capital gains are 
realized by the company and not distributed, they are 
subject to taxation. If distributed, they are not tax- 
able to the firm but taxable to the shareholders as 
capital gains. 


POSSIBILITY OF GROWTH 


The change in relative importance between the two 
main types of investment companies is shown in Table 
3. At the end of 1945, open-end companies had only 
38% of the combined assets of the two kinds of com- 
panies, according to the Securities and Exchange 
Commission. By the middle of 1949, the open-end 
companies held nearly half of the total. Data collected 
by the National Association of Investment Companies 
show open-end companies with more than half of the 
combined assets in 1940 and in each year from 1944 
to 1948. 

Up to the end of the war, these companies had not 
had any sustained opportunity to operate in peace- 
time under the new regulations. During a large part 
of the period since the passage of the act, the needs 


TABLE 5: SALES AND PURCHASES OF OWN SECURITIES BY MANAGEMENT INVESTMENT COMPANIES, 
1946-1949 
Source: Securities and Exchange Commission 
Millions of Dollars 
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of the Treasury in the capital market were the pri- 
mary consideration. 

The Treasury has not been an important factor in 
seeking new funds since the end of the war, but it has 
been in the market constantly for refunding opera- 
tions. It is thus only recently, with the tremendous 
increase in private capital flotations, that investment 
companies have had the opportunity to play any im- 
portant part. Their purchases and sales of securities 
are shown in Table 4. 

It is clear from Table 4 that open-end manage- 
ment companies have been a much more important 
factor in market operations than closed-end compa- 
nies. Purchases of securities by the first type were 
about three times the purchases of closed-end com- 
panies in the same period. Sales, too, were larger but 
not by so large a ratio. Sales of open-end companies 
were about one and one half times sales of closed-end. 

A fact that emerges from the table is that open-end 
companies have made net purchases of market securi- 
ties in the postwar period while closed-end companies 
have made net sales of securities. More than half a 
billion dollars of securities at market price have been 
added to the portfolios of open-end companies, while 
closed-end companies have disposed of about $130 
million worth. In every year from 1946 through the 
first half of 1949, open-end companies have been net 
purchasers and closed-end companies net sellers of 
securities. 

Closed-end companies have been purchasing their 
capital shares in the market, while open-end companies 
have been net sellers of their own capital stock (see 
Table 5). From 1946 through the middle of 1949, 
open-end companies sold nearly $600 million on bal- 
ance of their own capital stock. Closed-end compa- 
nies, on the contrary, purchased more than $110 
million above the sales of their own capital stock. This 
reduction of capital by the closed-end companies took 
the form largely of purchases of stock rather than 
funded debt. Nearly $90 million of the total reduc- 
tion was in the form of stock. 

The liquidation of capital by closed-end companies 
took place in each of the postwar years. On the other 
hand, open-end companies increased their capital in 
each one of the years. 

The excess of the inflow of funds from sale of capital 
by open-end companies ($647 million) over their pur- 
chases of securjties ($540 million) represents invest- 
ments either in governments or increased cash hold- 
ings. Closed-end companies realized $131 million from 
their sale of securities and used about $111 million to 
retire their own securities. The difference of $20 mil- 
lion partly represents addition to cash and partly a 
redemption of other debt. Holdings of government 
securities went down during the period. 

Frank Gaston 
Division of Business Economics 
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Earnings, Hours and Employment Trends 


ANUFACTURING pay-roll statistics at the end 
of the third quarter reflected the general up- 
swing in business activity which was occurring at that 
time. Earnings were higher than in previous months, 
working hours were longer, and industrial employment 
showed signs of expansion. While this was generally 
true, the walkout of the United Steelworkers (CIO) 
on October 1 forced sharp cutbacks in October opera- 
tions. This curtailment will have a visible effect on 
statistics for that month. 
The latest data prepared by the Bureau of Labor 
Statistics are for the month of September and super- 


Indexes of Production Worker Employment and 
Weekly Pay Rolls in Manufacturing Industries 


Source: Bureau of Labor Statistics 
1939 Average =100 
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sede the previously published earnings, hours, em- 
ployment and pay-roll series. These completely re- 
vised figures incorporate the reclassification of indi- 
vidual establishments according to postwar manu- 
facturing activities and are adjusted to new bench- 
mark levels. They also reflect the new Standard In- 
dustrial Classification Structure, which redefines sev- 
eral industries and provides for new industrial groups. 

Manufacturing industries recorded a predominance 
of accessions in September for the second consecutive 
month. Three out of four durable and nondurable 
goods producers reported more workers on their pay 
rolls. Increases of from 4% to 5% occurred in textile, 
apparel, tobacco, chemical and electrical machinery 
plants. The over-all rise for all manufacturing indus- 
tries amounted to 1.7% and brought the aggregate 
just 10% short of September, 1948—the month when 
employment approached its postwar peak. 

The rise in hourly and weekly earnings from Au- 
gust, 1949, to September, 1949, was also significant in 
that near-postwar highs were recorded. Since V-J day, 
production workers’ earnings have risen about 38 
cents an hour and $14 a week. At the same time, 
working hours and accompanying overtime premium 
payments have declined. 

Working hours remained under forty in September, 
but showed a rise of 1.3% since August. The expanded 
work week prevailed in a majority of industry groups. 


ExizasetH M. CASELLI 
Statistical Division 


EARNINGS, HOURS, EMPLOYMENT, PAY ROLLS, PRODUCTION WORKERS, MANUFACTURING INDUSTRIES! 
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Farm Machinery Buying Still Heavy 


Bx farm operators’ net income and their pur- 
chases of agricultural machinery this year are 
down a notch or two from 1948. But neither has 
slipped very drastically from their peak levels. (See 
charts 1 and 3.) Realized net income from agricul- 
ture? in 1949 will total approximately $14 billion, 
according to the latest estimate of the Bureau of Agri- 
cultural Economics. While this is 16% below last year, 
it is almost triple the 1935-1939 average. 

No official 1949 figure of agricultural machinery 
purchases is yet available. But informed trade and 
Washington sources expect the total to be down from 
last year by about the same percentage as farmers’ 
net income. 

If this proves true, it would mean a figure of about 
$2 billion to $2.1 billion. In the record year of 1948, 
purchases reached $2.4 billion, an all-time high. If 
1949 expectations materialize, purchases will still be 
almost four times as large as the 1935-1939 average. 
Prices paid for farm machinery in 1949 probably will 
average somewhat above 1948, despite price reduc- 
tions during the latter part of the year in some lines. 
This would suggest that the quantity of equipment 
purchased has fallen off slightly more from last year 
than the dollar figures indicate. 

Manufacturers’ shipments of agricultural machinery 
and equipment for the first six months of 1949 were 
about 20% above the comparable 1948 period. This 
was followed by a fairly sharp drop during the third 
quarter of this year. The seasonal pattern, absent 

1Gross income less production expenses. Hereafter realized net 


income of farm operators from agriculture will be referred to as net 
farm income. 


Chart 1: Purchases of Farm Machinery Dip 
Source: Bureau of Agricultural Economics 
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since the beginning of the war, is again in evidence. 
Hence, the fourth quarter may show further declines. 
In contrast, the second half of 1948 was well above 
the first half. 

What has transpired thus far this year seems to in- 
dicate that manufacturers’ shipments of agricultural 
machinery and equipment for 1949 will probably 
approximate last year’s record-breaking figure of 
$1,685 million. However, a sizable portion of these 
1949 shipments have not been translated into sales to 
farmers. Instead, dealers’ inventories of agricultural 
machinery have grown considerably since the end of 
last year. 

The relationship between expenditures for farm 
equipment and farmers’ net income has returned to 
just about its prewar pattern, whereas expenditures 


Chart 2: Farm Income and Purchases of Agricul- 
tural Equipment Return to Prewar Relationship 
Source: Bureau of Agricultural Economics 
Billions of Dollars 
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Chart 3: Farm Income Declining 


Source: Bureau of Agricultural Economics 
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ning in 1933, includes government payments) less total production expenses. Not 
adjusted for inventory changes , 


were much below the norm during 1942-1947. In fact, 
purchases in 1948 and 1949 seem to be running slightly 
above the prewar relationship with income. (See 
Chart 2.) 

In short, it would appear that purchases of farm 
equipment have again begun to move hand in hand 
with changes in operators’ income, but are still exhib- 
iting some signs of extra strength. 

Several factors besides high incomes have acted in 
recent years to help boost purchases of equipment. In 
some measure they will continue to add strength to 
the equipment market for some time to come. These 
include: 


1. The heavy backlog of demand built up during the 
war and the two immediate postwar years, when short- 
ages severely retarded output of machines for which farm- 
ers were clamoring. 

2. The trend toward greater use of labor-saving ma- 
chines because of labor shortages and the high wages of 
farm labor. Costs of farm machinery have risen about 60% 
since prewar, whereas farm wages have more than tripled. 

8. Technological advances resulting in substantially 
more efficient machinery. 


PROSPECTS FOR 1950 


Farmers’ net income will again decline in 1950, ac- 
cording to the Bureau of Agricultural Economics. 
Crops may well be smaller than this year’s record 
harvest, because of somewhat tighter production con- 
trols which will become effective during the latter part 
of next year. Output of many livestock products, how- 
ever, is expected to be greater than this year with 
prices lower. In summary, the BAE anticipates some 
contraction in both farm output and farm prices. 
Meanwhile, production expenses are apt to fall only 
slightly. Hence, net income, just as this year, will be 
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squeezed between declining cash receipts from mar- 
ketings and only fractionally lower expenses. 

The BAE estimates that 1950 net farm income may 
again be down by 16%, just as this year, if total 
United States disposable income dips even 2% or 3% 
from the 1949 level. If, however, disposable income 
goes up 2% or 3%, farm net income may be down less 
than the Bureau of Agricultural Economics estimate, 
or as little as 5%. 

SHIRLEY S. HorrMan 
Division of Business Economics 


Business Forecasts 


Short-term Outlook 


Roy I. Reierson, assistant vice president, Bankers Trust 
Company (in address to Bankers Club, October 24) —“It is 
entirely possible that business in general may drop to the 
levels of mid-1949, or even lower, before the end of 1950. 

. . Pressure on prices is still downward, further correc- 
tions in prices will be made and commodity prices gener- 
ally will be lower a year from now than they are at present 
[with] declines averaging perhaps 10% or so. . . . Busi- 
ness in 1950 may average somewhat lower than in 1949, 
but the year as a whole will probably be reasonably satis- 
factory.” 

Sumner H. Slichter, Harvard University (in address to 
the National Conference of Commercial Receivable Com- 
panies, October 25) —“A slide-off in expenditures on plant, 
equipment and housing is not improbable but no large 
drop is in prospect. . . . Business will be sustained by de- 
creases in corporate saving and increases in dividend dis- 
bursements, by larger government expenditures in relation 
to receipts, and by a slightly lower rate of personal saving. 
, . After the settlement of the coal and steel strikes, 
the level of business should be somewhat higher than dur- 
ing the second quarter of 1949.” 


Long-term Projections 


The Guaranty Survey (October) —“If the physical output 
per capita continues to increase at the same rate in the fu- 
ture (more than 2% a year since 1929), and if the official 
population estimates for future years prove substantially 
correct, the gross national product, valued at current prices, 
will pass the $300 billion mark within five years. A similar 
analysis applied to the national income indicates that by 
1958 the total will have risen to a figure close to the $300 
billion level.” 

Lansing P. Shield, president, Grand Union Company (in 
address to National Association of Food Chains, October 12) 
—By 1960, “there should be 160 million Americans. This 
means 3,500,000 more families with 10 million more mouths 
to feed. . . . Average American income should go to $4,029 
in 1960 as compared with 1950 estimated earnings of $3,646.” 


Interest Rates 


Marcus Nadler, New York University (in address to An- 
nual Convention of Commercial Finance Industry, October 
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24) —“As regards short-term rates, . . . any changes that 
may take place in the near future are bound to be very 
moderate in character. The certificate rate may fluctuate 
between 1% and 144%. The discount rate of the Federal 
Reserve banks will either remain at 144% or it may decline 
to 144%. The over-the-counter rate on prime paper will 
either remain at the present rate of 2% or it may decline 
to 144% to 134%. A preferential rate for short-term gov- 
ernment obligations may be established.” 


Construction 
Departments of Commerce and Labor (November 20)— 
“Total value of new construction to be put in place in 1950 


is expected to equal the 1949 record of more than $19 
billion.” 


ESTIMATED NEW CONSTRUCTION ACTIVITY IN 1949 
AND 1950 


Millions of Dollars 


Type of Construction 19492 1950 Prnceni tee 


hange 
Total new construction............} 19,250 19,250 0 
Total private:iun. cane mee aoe 14,025 13,100 = 
Residential (excluding farm)....| 7,000 6,500 =f 
Nonresidential building........ . 3,175 2,950 =i 
Other... een ee oe 3,850 3,650 See 
Dota publich: = wees nee 5,225 6,150 +18 
Residential..3..453)) tenes eee 220 400 +82 
Nonresidential building.......... 1,645 1,875 +14 
OPER oats lesa nice oo Pcs 3,360 3,875 


Yoint estimates of the Department of Commerce and the Department of Labor. 

*First ten months actual; last two estimated. 

F. W. Dodge Corporation (Architectural Record, Novem- 
ber) —“The 1950 construction market will be a buyers’ mar- 
ket. Construction volume in 1950 will probably be very 
close to 1949 volume, odds favoring a moderate reduction 
in the total of contract dollars rather than an increase.” 


Automobiles 


Ward’s Automotive Reports (November 21)—‘“It now 
appears that roughly 6,200,000 (cars and trucks) will be 
the 1949 volume, unless present plans are upset by reverber- 
ations of the coal strike or by some unforeseen difficulty. 

. 5,075,000 cars and 1,125,000 trucks. . . . Unless un- 
usually severe winter weather interferes with sales or pro- 
duction, output in the first six months of next year may 
be upwards of 15% higher than the 3,015,800 turned out 
in the comparable period of 1949.” 


Foods 


Bureau of Agricultural Economics, Department of Agri- 
culture (October 30)—“The consumer demand for food in 
the United States is expected to continue relatively high 
but may ease somewhat from 1949 levels. . . . The rela- 
tively slow decline in retail prices is expected to continue, 
with retail food prices gradually reflecting more of the de- 
creases in farm and wholesale prices. . . . Foreign demand 
for food in 1950 may show some decline from the previous 
year’s level.” R.N. 


Economic Notes 


More Persons Insured Against Sickness 

Approximately 8 million more persons were insured 
against the cost of hospital and surgical care at the end 
of 1948 than a year earlier, according to the Survey Com- 
mittee of the Health Insurance Council. The breakdown 
of its estimates of enrolment in hospital, surgical and 
medical expense plans at the end of 1947 and 1948 appears 
below. These three types of benefits may be provided either 
through payments to the individual receiving the service 
or payment made directly to the person or institution pro- 
viding the service. 


HEALTH INSURANCE POLICIES IN FORCE 
In Thousands 


December 31, 1948 


Type of Insurer 


Hospital | Surgical | Medical 


Insurance companies and fraternal societies| 25,984 3,344 

Blue Cross plans and plans sponsored by 
medical societies. 1sscc.2asbob (aged aes 5,712 

Other organizations... 402.01~ a scl-maerts 3,839 
Bituminous coal industry.............. 619 
Consumer sponsored................45 1,600 
Industrial, excluding coal mining... .... 1,215 
Private group clinics................-- 305 
University health plans............... 100 


60,995 |34,060 | 12,895 


December 31, 1947 


Hospital | Surgical | Medical 


Insurance companies and fraternal societies| 20,823 | 15,338 | 2,069 
Blue Cross plans and ee pee by 
medical societies. . : , .| 27,986 | 7,080 | 2,985 
Other éieanthitions” eatin bits AeA Ad pales. oom 6 3,775 | 3,829 | 3,844 
Bituminous coal industry.............. 440 524 524 
Consumer sponsored.................- 1,600 | 1,600 | 1,600 
Industrial, excluding coal mining....... 1,260 | 1,220 | 1,215 
Private:group eliniesis..;- a. one ote 375 385 405 
University health plans............... 100 100 100 
52,584 | 26,247 | 8,898 


Sources: The Survey Committee of the Health Insurance — “A Survey of 
Accident and Health Coverage in the United States,” as of December $1, 1948, 
and December $1, 1947, Based on data compiled by the United States Chamber of 
Commerce, Blue Cross Commission, American Medical Association, Federal Security 
Agency, and Coal Mines Administration. 


Business Book Shelf 


The Gift of Freedom—The purpose of this publication is to 
make known, especially to workers in other countries, the 
essential facts relating to the economic and social status of 
wage earners in the United States. United States Depart- 
ment of Labor, Bureau of Labor Statistics, 1949, Government 
Printing Office, Washington 25, D. C. Price, 55 cents. 
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